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What Should Congress Do With 
the Board of Tax Appeals? 


By J. S. Y. Ivins* 


HE Congress elected last fall will soon con- 

vene, and among the first things it must take 

up is the amendment of the revenue laws. By 
the time this is published, the Ways and Means 
Committee of the House will have begun the work 
of drafting a new bill by holding hearings on sug- 
gested changes. Among the 


under the Acts of 1917, 1918 and 1921, there will 
be a new mass of problems under the Acts of 1924 
and 1926. 

Why were not more members appointed during 
the past year? For two reasons—first, on the sal- 
ary and short term of office provided by the statute, 

; it was difficult to get properly 





points which must be considered 
is the fate of the Board of Tax 
Appeals, created by Section 900 
of the Revenue Act of 1924. 

At the time the act was passed, 
Congress hoped it might be pos- 
sible in two years to clean up the 
great majority of the myriad dis- 
putes between the Government 
and taxpayers arising out of the 
construction of the war-time rev- 
enue laws—the Acts of 1917, 1918 
and 1921. The President was au- 
thorized to appoint, with the ap- 
proval of the Senate, a board of 
seven members, with the proviso 
that for two years as many as 
twenty-eight might be appointed. 
Obviously, the thought was that 
a large board was necessary to 
attack the enormous accumulation 
of cases pending in the Bureau 
of Internal Revenue and get most 
of them out of the way, and that thereafter seven 
members would be sufficient to keep abreast of the 
new disputes which might arise with respect to 
contemporary taxes. 

The impossibility of such a consummation was 
apparent by the middle of last winter. By June 2, 
1926, the Board, with the accumulating volume of 
determinations made in the Bureau of Internal Rev- 
enue, instead of being ready to reduce its member- 
ship to seven, will have several hard years’ work 
ahead of it. And by the time it settles the disputes 
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qualified men to undertake the 
work, and second, after a little 
experience it became apparent 
that a board appreciably larger 
than it is at present would be ‘too 
unwieldly to function readily in a 
judicial way. If the Board were 
to have nine divisions, instead of 
the present four, it could undoubt- 
edly hear more cases—but could 
it decide them uniformly so that 
the decisions would be valuable 
as precedents? In order to bring 
about consistency between the 
different divisions, it is necessary 
to have the Board as a whole con- 
sider those questions with respect 
to which divisions are in conflict. | 
It takes long enough for a board 
of fifteen to debate and decide a 
doubtful point—with twenty-eight 
members so much more time 
would be taken up with confer- 
ences, and with preparation for them (for every 
member must study the opinions proposed by every 
other member or he cannot intelligently participate 
in their consideration) that the time gained by 
holding more hearings simultaneously would be 
lost in making determinations. 

Regardless of the merits of this objection to a 
larger board, the facts are: At the time this is being 
written the Board has only fifteen members, only 
one more can be appointed (and draw salary) until 
the Senate is in session, and it is highly improbable 
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that there will be any material increase in the num- 
ber of members until it is known what is to become 
of the Board after June 2, 1926, for there are few 
properly qualified men who would be willing to 
accept appointments for six months or less under 
the present compensation and the existing doubt as 
to the future. 

June 2, 1926, will not show a condition where it 
will be practicable to reduce the Board to seven 
members and expect it to make any appreciable 
impression on the accumulation of appeals. Obvi- 
ously, the Board will have to be continued with con- 
siderably more than seven members, or it will have 
to be abolished and something else brought into 
existence to take its place. 

As a member and an ex-member of the Board, 
I probably heard more of the favorable than of the 
unfavorable criticisms of the Board. But with due 
allowance for the tendency of my friends to retail 
to me only the favorable comments, I have gained 
the impression that the public at large has been 
well pleased with the quality of the Board’s work, 
and favors its continued existence. It has filled the 
long felt want for an impartial tribunal where a 
determination of tax liability can be had in advance 
of payment, free from the tendency of a branch of 
the tax collecting arm of the Government to con- 
sider general administrative problems in dealing 
with individual cases. 

Public Wants Impartial Tribunal 


The public will certainly expect the continuance, 
in one form or another, of such a tribunal, and would 
resent any attempt to return to a procedure requir- 
ing the acceptance of a determination made by a 
branch of the collecting agency or the payment of 
taxes demanded as a condition precedent to a day 
in court. 

The last Congress, in Section 900 of the Revenue 
Act of 1924, made several compromises. The origi- 
nal bill, prepared in the Treasury Department, pro- 
vided for a Board of Tax Appeals which should be 
a part of that Department, and which might have 
been expected to function in much the same manner 
as the former Committee on Appeals and Review. 
This met with opposition on the part of those who 
believed there should be a tribunal, functioning in a 
judicial manner with formal procedure, open hear- 
ings permanent and public records, and untram- 
meled by any connection with the Treasury Depart- 
ment. There was also disagreement as to the proper 
compensation of members. Even after it became 
settled that the Board was to be divorced from the 
Treasury Department, there was dispute as to the 
method in which it should function. Some drafts 
of the bill * provided specifically that the proceed- 
ings of the Board should be informal. It was finally 
decided that the Board should make its own rules of 
evidence and procedure—but at the same time it 
was required that written findings of fact and de- 
cision should be made in every case, that in cases 
involving over $10,000 the testimony should be 
reduced to writing and an opinion published, that 
the hearings should be open and the records public, 


1 Treasury Draft introduced February 7, 1924, Ways and Means Draft 
reported February 11, 1925, House Bill passed by the House February 
29, 1924. 
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that the reports should be published, and that the 
findings of the Board should be prima facie evidence 
in subsequent suits in the courts. These require- 
ments, coupled with provisions for taking of deposi- 
tions, power of subpoena, payments of witness fees, 
had so many of the indicia of formal judicial pro- 
cedure, rather than informal administrative action 
that the President, in signing the bill, stated: “The 
provisions of the bill, however, with reference to 
the Board make it in all its essentials a court of 
record.”” 


The original Board, immediately upon organiza- 
tion, accepted this view and outlined in its first 
set of rules a procedure similar to that obtaining 
in the courts. 

The idea that the Board is for all practical pur- 
poses a court has continued unchanged in the minds 
of the members of the Board, and, with few excep- 
tions, has been generally accepted by the public. 
The chairman of the Special Committee on Taxa- 
tion of the American Bar Association, in his report 
at the annual meeting of that body at Detroit in 
September, said: “One of the greatest courts—it 
is not called a court—it is only called a board—but 
it is one of the greatest judicial tribunals today in 
the United States—is the United States Board of 
Tax Appeals. * * * This Board, or really court, 
has the largest judicial business in the United 
States.”’* 

Since the first establishment of judicial tribunals 
it has been found necessary to enforce formality 
and to follow precedents in order to expedite busi- 
ness and preserve uniformity in decisions. For- 
mality slows up the individual trial in some cases 
—but when the rules of procedure are established 
and become generally known, it expedites the han- 
dling of large numbers of cases. This has been 
the experience of all courts since the beginning of 
civilization. 

The fact that the Board’s findings are made prima 
facie evidence in the courts seems practically to 
require it to accept as competent evidence in its 
own hearings only such proof as would be so ac- 
cepted by the courts. For it to do otherwise would 
throw a burden upon the courts which the statute 
intended to relieve them of. If the Board were to 
make findings upon evidence not acceptable in the 
courts, a far greater number of its decisions would 
be brought to the courts for review than are taken 
there under the present practice of enforcing judicial 
rules of evidence in the Board. A party defeated 
in the Board by evidence inadmissible in the courts 
would be much more likely to go to court and 
attempt to overcome the prima facie effect of the 
Board’s findings than would a defeated party who 
knew that the same evidence which had beaten him 
in the Board would be admissible against him in 
court. 

The Board would seem to be quite justified in 
the position it has taken with respect to the form 
of its procedure. 

But, it is urged by some, the Board is not making 
a sufficient impression upon the accumulation of 
cases to be decided. They urge that the Board 


~ 2 Holmes & Brewster’s Procedure and Practice, 24, 
8 National Income Tax Magazine, Vol. III; 377-378. 
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should cut the red tape and get down to quantity 
production, and if it cannot do so under the present 
law, the law should be changed to permit and com- 
pel it to do so, or it should be abolished and a more 
expeditious tribunal established. 

The present view of the Treasury Department 
upon this subject has not been made public, though 
it will probably have been announced by the time 
this article appears. In 1924, it prepared a revenue 


bill which was so changed before final passage as‘ 


to be almost unrecognizable. This year it seems 
to be leaving the drafting of the revenue bill to the 
committees of Congress. It has given no public 
indication of approval or disapproval of the work- 
ings of the Board of Tax Appeals. It may still 
favor the plan provided in the Treasury draft of 
1924—an informal body in the Treasury Depart- 
ment. It has been suggested in some quarters that 
the Treasury Department was deliberately trying 
to force the Board into a situation that would prove 
it a failure, by abolishing the Review Division of 
the office of the Solicitor of Internal Revenue and 
making an entirely unwarranted number of deter- 
minations adverse to taxpayers, with the result that 
the Board is being swamped with innumerable 
appeals. These suggestions are without foundation. 
The Treasury Department has been and is trying 
sincerely to cooperate with the Board to the best 
of its ability and has done what its officers have 
honestly believed most likely to expedite the final 
determination of the vast accumulation of questions 
pending in the Bureau of Internal Revenue. We 
may believe that other methods would be more 
expeditious, but we cannot question the sincerity 
of the Treasury Department’s efforts. 

In 1924, the Treasury Department favored an 
informal body, in the Department but separate from 
the Bureau of Internal Revenue, and Congress pre- 
ferred a judicial tribunal. Both schemes have their 
advantages. The former possibly makes for greater 
expedition, the latter undoubtedly for more legally 
correct and more acceptable determinations. The 
former would unquestionably dispose, as far as the 
administrative branch of the Government is con- 
cerned, of more cases at first, but it would not be 
making precedents settling the proper interpreta- 
tion of the statutes for application to other cases. 
The latter would be slower at first but would settle 
the law and make the decision of later cases prin- 
cipally a matter of determining the facts. There 
might well be two bodies—one to adjudicate new 
questions of law and one to apply the law as so 
determined to the facts in subsequent similar cases. 
A judicial tribunal specialized in tax law is a neces- 
sity. The average general practitioner at the bar 
finds himself handicapped when he gets an occa- 
sional tax case because our tax law is still in the 
formative stage and is developing so rapidly that it 
is alla man can do to keep abreast of it by devoting 
his entire time to it. The statutes are difficult of 
construction and are constantly being changed. 
There is just as much necessity for specialization 
in tax law as in patent law. What is true of the 
lawyer is true of the Federal district judge. The 
judge is expected to be able to try and decide every 
kind of case arising in contract, tort and crime, 
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in admiralty, bankruptcy and patent law, and in 
addition to stand ready to handle, without previous 
notice or preparation, tax cases involving any one 
of a thousand questions which had never been 
thought of when he attended law school and which 
he has never met with in his experience at the bar 
or on the bench. He is presented with a question 
of construction of a particular clause in a section 
of a revenue act, but he cannot intelligently deter- 
mine it unless he is familiar with a score of similar 
clauses in other parts of the act, and in other acts, 
and the interpretations that have been placed upon 
all of them by the higher courts. And as likely as 
not, the applicable decisions of the Circuit Courts 
of Appeals are in irreconcilable conflict. He would 
not attempt to brief one of these new tax questions, 
were he at the bar and not specializing in tax work, 
without weeks or even months of study, but he is 
expected to decide it as judge, almost instantly, for 
he has such a press of other business that he cannot 
take even a day off to study the problem. And 
frequently he receives but little assistance from the 
taxpayer’s counsel who is not specially versed in tax 
matters, but relies on the court. 


New Tax Court Needed 


Congress has seen fit to create the Board of Gen- 
eral Appraisers and the Court of Customs Appeals 
to relieve the district courts of the problems arising 
under the tariff laws. In the present state of the 
internal revenue laws and the infinitely greater 
number of persons affected and disputes arising 
under them, there is obviously much more need 
for a court of internal revenue appeals than for a 
court of customs appeals. There is certainly as 
much reason for relieving the district courts of in- 
ternal tax questions as for relieving them of import 
duty questions. 

The taxpayer is entitled to his day in court—not 
merely a day before an informal administrative 
body. And the consensus of opinion seems to be 
that he should be entitled to it before being com- 
pelled to pay a tax which may be so large as to 
bankrupt him if he has to pay first and then sue for 
its recovery. 

The Board of Tax Appeals should be continued. 
3ut it should also-be given compensation and au- 
thority commensurate with the work it has to do 
and the responsibility it must assume. Congress 
might well decide that the Board should be recog- 
nized as the court which it really is, that it should 
be entitled a court and vested with those powers 
of the judiciary which it now lacks, and that com- 
pensation should be provided which will make pos- 
sible the appointment and retention of properly 
qualified judges. The district courts should be 
relieved of the necessity of trying, de novo, cases 
which have been tried by the Board or Court of Tax 
Appeals; instead, appeals should be allowed direct 
from the tax court to the Circuit Courts of Appeals. 

But would such a tribunal be able to handle the 
work? Not if things continue as they are now 
going on in the Treasury Department. In the 
effort to clean up the accumulated cases with an 
inadequate personnel, the Bureau of Internal Rev- 
enue is letting too many appeals be taken. Once 
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a principle of law has been established by the judi- 
cial tribunal, it should be possible for the Bureau 
to apply it to.other cases. There are entirely too 
many cases today where the taxpayer relies upon a 
decision of the Board of Tax Appeals but the Bureau 
claims that his facts do not bring him within the 
rule of that decision—only to have him go to the 
Board and prove that they do. An inferior appellate 
body in the Treasury Department could, if properly 
manned and properly managed, reduce the number 
of appeals taken to the Boards by 50 to 60 per cent. 
And an increase in the number of officers engaged 
in the duty of settling tax questions would accom- 
plish more if made by creating such a body than if 
made by enlarging the membership of the Board. 
To suggest a parallel—nine circuit courts of appeals 
and one supreme court dispose of much more busi- 
ness and do it better than could a single court of 
thirty-six coordinate judges, sitting in divisions, and 
attempting to reconcile their differences in confer- 
ences that would resemble conventions. 


Cause of Plethora of Appeals 


On the abolition of the Committee on Appeals 
and Review, there was created in the office of the 
Solicitor of Internal Revenue a Review Division, 
which was expected to dispose of many cases with- 
out letting them go to the Board of Tax Appeals. 
It did not work satisfactorily. The principal reason 
was that it had too much work to do. It was 
abolished and its members, to a large extent, were 
distributed among the different sections of the Bu- 
reau of Internal Revenue where audits were being 
made and conferences held with taxpayers. The 
theory was that they would thus bring about more 
correct determinations lower down. But there is 
such a vast accumulation of disputes in the Bureau, 
and such a desire to dispose of them that, in spite 
of the assistance of the former members of the 
Review Division and the addition of others of like 
caliber, entirely too many cases are being disposed 
of in a half baked way with the thought that if the 
taxpayer does not like it he can appeal to the Board. 
It is this sort of thing that caused approximately 
two thousand appeals to be filed in July and Aug- 
ust of this year. 

The solution is not an increase of the member- 
ship of the Board, or its transformation into an 
informal body, but an improvement in the number 
and quality of auditors in the Bureau of Internal 
Revenue, and possibly thé creation of an inter- 
mediate appellate tribunal which might well be a 
part of the Treasury Department. An intermediate 
appellate tribunal should not be necessary if the 
Solicitor of Internal Revenue were in a position to 
increase the number of attorneys detailed to handle 
cases before the Board so that they could make 
thorough investigations of the facts and settle the 
disputes -by agreement, instead of by trial, in a 
great many of them. More and more, as the de- 
cisions of the Board build up the body of legal pre- 
cedents, will the disputes resolve themselves into 
mere issues of fact. 

Since 1917, the turnover of employees in the Bu- 
reau of Internal Revenue has been excessive. This 
has been due in the main to the fact. that the Treas- 


November, 1925 


ury Department has not been in a position to pay 
salaries sufficiently large to retain competent men 
in the service after they have gained enough experi- 
ence to make their services marketable outside. In 
some part, it has also been due to the fact that 
unscrupulous employees found it possible to resign 
and realize on “inside information” obtained while 
in the public employ. The difficulty experienced 
by the Treasury Department in keeping good men 


‘was probably the moving cause for the insertion 


in Section 900 (c) of the Revenue Act of 1924, of 
the provision: 

No member of the Board appointed for a term beginning 
after the expiration of two years after the enactment of this 
Act shall be permitted to practice before the Board or any 
official of the Bureau of Internal Revenue for a period of two 
years after leaving office. 

The apparent purpose of this provision was to 
deter persons from accepting appointments, serving 
long enough to get a little experience, and then 
resigning in order to re-enter practice. But the 
only result which it seems likely to effect is to dis- 
courage competent men from accepting appoint- 
ments after the expiration of the two-year period. 
The proper way to meet competition for the serv- 
ices of qualified men is to pay them salaries and 
assure them a permanency of tenure which will 
render office holding more attractive than private 
practice. This does not necessarily mean that the 
salaries would have to exceed the probable earning 
power of the same men at the bar, for to a man of 
judicial temperament (the proper temperament for 
one holding such office), the work of the Board is 
much more attractive than advocacy, and compen- 
sates in a measure for the financial sacrifice in- 
volved. The idea of assuring to a public officer 
what is in effect a dishonorable discharge, upon 
completion of his term, is, to my mind, calculated 
to deter anyone with the requisite qualifications 
from accepting appointment. If the Board is made 
into a court and properly compensated, there should 
be no more danger that its members will resign than 
in the case of other Federal judges. If it is to be 
continued as a board and appointments made for 
limited periods, and it is regarded as necessary, be- 
cause of the difference between the compensation 
and the probable earning power of the members in 
private practice, to discourage resignations, a re- 
striction against practicing before the Board or the 
Treasury certainly should be so conditioned that it 
would affect only those resigning before the expira- 
tion of their terms. A man who accepts an appoint- 
ment and completes his term of office is entitled to 
an honorable discharge and the right to earn his liv- 
ing thereafter. The members of the Board, unlike 
the employees of the Treasury Department, are not 
entrusted with records which are confidential be- 
tween the taxpayer and the Government. The rec- 
ords of the Board are by statute made public rec- 
ords. When a taxpayer takes an appeal to the 
Board, he presents his evidence in open hearing, 
and it is available to anyone who cares to examine 
the files. The members of the Board cannot accum- 
ulate “inside information” with respect to taxpay- 
ers’ rights and then resign and realize on such infor- 
mation any more than can the judges of the courts. 

(Continued on page 409) 
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The Nation’s Pocketbook 


By Martin B. Mappen* 


IGH taxes result from high cost of govern- 
ment. What is the Nation’s pocketbook; 
how does it supply the funds with which to 

fill it? 

The Nation, so to speak, has no pocketbook. It 
draws from the pocketbooks of the people for what 
funds it needs to conduct the Government, and the 
draft on the people’s pocketbook is light or heavy 
depending upon the economy or extravagance of 
the Government. 

We are living in a period of high taxes. That 
is because the government costs are higher than 


usual, but the costs of government in the Nation , 


are not as high as they were. Those in command 
of the Nation’s government have been devoting 
themselves energetically to reducing the costs since 
the close of the war. During the war period of 
course the cost was high, extremely high; indeed 
the entire expenditures during the war period were 
more than twice as much as the cost from the day 
of the signing of the Declaration of Independence 
to the day war was declared against Germany. 
Prior to the war the annual cost of the National 
Government amounted to about a billion dollars. 
In 1919, the year after the close of the war, the 
cost amounted to nineteen billions. That has been 
reduced until now it amounts annually to but 


$3,500,000,000. 


Expenditures Rigidly Curtailed 

Since the war closed the committee over which 
preside has refused administrative requests for 
ads amounting in the aggregate to $4,236,000,000. 
‘vhat has resulted in creating a surplus which has 
been used to pay off $5,000,000,000 of the public 
debt, which was $25,500,000,000 at the close of the 
war and, is now $20,500,000,600. 

During the period in which this reduction in the 
public debt has taken place the tax on incomes has 
been reduced $1,250,000,000; $800,000,000 in 1921 
and $450,000,000 in 1924. 

At the close of the fiscal year, June 30th last, 
the Government had a surplus of $250,000,000 
which was applied to the payment of the funded 
debt. It is expected that at the close of the fiscal 
year June 30th next, there will be a surplus of 
between $350,000,000 and $375,000,000, and this 
surplus will be applied to a reduction in taxes 
amounting to something like $350,000,000. 

It is hoped that the Congress, early in the com- 
ing session in December, will present and pass a 
revenue act providing for this reduction and thus 
give the income tax payers of the country the bene- 
fit of the reduced rates on the schedules which they 
will be called upon to file on the 15th of next 
March. 

Nothing but the most diligent and determined 
effort on the part of those charged with the respon- 


1 


“Chairman of the Committee on 


tives, 


Appropriations, House of Repre- 


sibility of conducting the National Government 
has made the reduction of the public debt and tax 
rates above described possible. 

While the National Government, however, is 
reducing its expenses, the city, county and state 
governments are increasing theirs, so that the tax- 
payers are probably not paying any less in the 
aggregate than they were before the National 
Government cut its expenses to the bone. The 
difficulty lies mainly with the people themselves; 
they continue to insist on government activities 
which ought not to be assumed and they demand 
appropriations which ought not to be made, un- 
mindful that every appropriation must be followed 
with a tax. If the taxes are to be reduced in keep- 
ing with the general trend of sentiment, there must 
be co-operation on the part of the people with 
government officials who are anxious for an 
economical government. The people themselves 
cannot continue to insist on government activities 
unless they are willing to pay the cost. 

Cities frequently shift such of their burden as 
they can to the state and the state finally endeavors 
to shift its burden to the Nation. They do not 
stop to think that whichever unit of government 
conducts the activity demanded by the people that 
the people themselves pay the cost. 

The best government is that which is closest to 
the people. The people themselves should keep a 
watchful eye over their government officials; they 
should insist on proper economy; they should de- 
mand that no government activity be engaged in 
which is unnecessary; they should keep constantly 
in mind the fact that the government has no 
machinery of its own with which to make the funds 
to pay the bills with; that these bills can only be 
paid through tax levies; that the tax levies must 
be imposed upon the people; and that in the last 
analysis whether the National Government or the 
city or state government imposes the tax the people 
pay it. They must not delude themselves with the 
thought that the transfer of the activity from one 
government agency to another will relieve them of 
the tax burden; it will not—it cannot, for the 
people make up the Nation whether within or with- 
out state lines and the Federal Government is but 
the agency of the people wherever they may live 
within the confines of the Nation. 

The men who file tax schedules are not the men 
who pay all the taxes. They should be alive to 
the fact that the man who really files a tax schedule 
and pays the amount called for on its face into the 
treasury, adds the amount of the tax to the cost 
of the article which he sells to the man who has no 
tax schedule to file, so that in the long run the 
man who thinks he escapes the tax is the man who 
pays it. 

If this fact could be impressed upon all people, 
those who pay taxes direct and those who do not, 
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it would be easy to make them understand that 
when bonds are proposed to be issued by govern- 
ments for unjustifiable purposes, the vote cast for 
the authority to issue these bonds by the govern- 
ment officials is a vote to impose additional burdens 
of taxation on those who cast the votes, there 
might not be so many of them issued. 

If, for example, as the case now is, rents are 
tremendously high, those who rent must realize 
that there is a cause for this. What is the cause? 
Let’s stop and think about it for a minute. Is it 
because the owner of the building is avaricious and 
demands an excessive rent rate that is unjustifiable, 
or is it because the investment in the property 
makes it impossible for him to do otherwise? 

Building costs are much higher than they ever 
were. An analysis of what enters into the cost 
might not be amiss at this point. Before the war 
bricklayers, for example, laid something like 2500 
bricks a day in a 12-inch wall and received $4 a 
day for their work. Today, I understand, they lay 
about 650 bricks and receive from $12 to $16 a 
day. Plasterers before the war put on 150 yards 
of plaster a day and received from $3 to 4 a 
day, whereas, now he puts on 30 yards and receives 
$25. The cost of everything else entering into 
building construction is in proportion to this, and 
hence it is readily seen that the building costs four 
times as much as it formerly did. Therefore, the 
rents are correspondingly high, so the fact is that 
the man who pays the rent pays the tax, for in addi- 
tion to the building cost the tax is added to the 
rent, so the citizen who is not called upon to file 
a schedule indicating his income must realize that 
the burden of taxation falls upon him. If he could 
get that clearly into his mind and act accordingly, 
the costs of rent and of commodities which he is 
called upon to pay for out of his meager income 
would fall to the extent that the cost of building 
construction and taxation is excessive. 

But it is not confined to building construction and 
taxes, it applies everywhere, and while we fre- 
quently hear it said that John Jones pays the vol- 
ume of taxes, John Jones transfers what he pays to 
the man down the line who is presumed to pay no 
taxes. The remedy for this, as I have said, lies 
with the large majority of the men down the line. 
He is the most numerous of our citizens. He can, 
by his vote, prevent many wasteful expenditures in 
government and to the extent that he prevents this 
wasteful expenditure he reduces the high costs. 

The Federal Government proposes, by act of 
Congress in December, to reduce the taxes by about 
$350,000,000. To that extent the burden of taxa- 
tion will be relieved and should result in a reduc- 
tion in the cost of living and in the development of 
new industries, for the less the Government takes 
from the people the more there will be available 
for the expansion of business and the employment 
of additional labor. 


If the state and city governments could be led to 
understand the necessity and importance of joining 
in the movement which has been so well carried 
out by the Federal Government, the country would 
soon find itself relieved of unjust tax burdens. 
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Here again I want to call attention to the fact 
that the people themselves have the remedy. They 
can demand of their officials that economy be exer- 
cised and that demand, once observed, will bring 
about the desired result. 

Before the war the country owed a billion dol- 
lars and the annual interest charge amounted to 
$22,000,000. At the close of the war, as I have 
previously stated, the aggregate of the national debt 
was $25,500,000,000, and the interest paid annually 
$1,024,000,000. The reduction of the debt by five 
billicns has reduced the interest by $144,000,000 a 
year. 

High rates of taxation on incomes have forced 
many people who have had to pay large taxes to 
invest their savings in tax free securities. For 
example, incomes of a certain class have paid as 
high as 65 per cent in taxes. That has been reduced 
to 40 per cent. I have always maintained that in 
times of peace people will not work to earn an in- 
come upon which they are required to pay 65 per 
cent or 40 per cent to the Government. 


Favors Low Maximum Surtax 


A 15 per cent maximum surtax rate on incomes, 
I believe, would yield to the Treasury as much, if 
not more, than the 40 per cent rate, and I favor the 
limitation of 15 per cent maximum surtax on in- 
comes. I think too, that a 5 per cent maximum nor- 
mal tax should be the limit and on incomes from 
$1,000 to $5,000 I think the tax rate should not 
exceed 1 per cent. Estate taxes should be abol- 
ished. The collection of this tax tends to bankrupt 
the estate and I prefer a live, taxpaying estate to a 
bankrupt, mortgaged institution which takes it out 
of the taxpaying class. Tax publicity should be 
abolished. It serves no good purpose. 

If there is anything which seems absurd in our 
tax system it is the requirement for the payment 
of a tax on gifts. If a man wants to give some- 
thing away why should he have to pay a tax for 
the privilege of doing it? 

We have many nuisance taxes that are annoying 
and useless and expensive of collection. They 
should be abolished. Taxes on automobile sales, 
I think, may be classed as one of these. The auto- 
mobile is taxed for almost everything now. In 
most states there is a gasoline tax and they all have 
a license tax. In most of the large cities there is 
an additional tax. Every time the wheels of an 
automobile turn around there is a new tax applied. 
The most equitable tax, I think, to be applied in 
connection with the operation of automobiles is the 
gasoline tax by the states. That tax is easy to 
collect and it is equitable. It can be used for the 
construction and maintenance of roads and the auto- 
mobile owner who pays it pays for just the amount 
of use he makes of the road. What is there that 
could be more just than that? 

First and last let it be remembered that the 
American people have always been in the habit of 
demanding the things they want when they want 
them, and then when the time comes to pay the tax 
on the things they demanded and received, but 
which they could have: gotten along very well with- 

(Continued on page 416) 
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Application of Income Taxes to 
Insurance Company Reserves 


By A. R. SERVEN* 


This article discusses the issues in a legal contest now before the United 


States Supreme Court in which millions of dollars in taxes on insurance com- 


panies are at stake. 


HE September issue of the National Income 

Tax Magazine contained a comment on the 

opinion of the Circuit Court of Appeals in the 
case of the New York Life Insurance Company v. 
Edwards. However, no reference was made to the 
fact that the Court of Appeals did not reverse or 
modify the holding of the lower court that the com- 
pany was entitled to deduct from gross income the 
net addition to the reserve funds required by the 
New York Insurance Department to be maintained 
on account of its so-called Nylic contracts with its 
representatives. As these reserve funds were not 
specifically required by the New York insurance 
law, the Commissioner of Internal Revenue argued 
that the increase required to be made to such funds 
during any year was not deductible from gross 
income, 

This is a very important question to all insurance 
companies, whether domestic or foreign, which 
transact business in the United States. Our Fed- 
eral tax acts, beginning with the 1909 corporation 
excise tax act, and including the income tax acts 
of 1913 and 1918, provided in substantially the 
same language that in addition to being entitled to 
all the ordinary deductions to which corporations 
generally were entitled, insurance companies should 
be entitled to the net addition, if any, required by 
law to be made within the year to reserve funds, 
and the sums other than dividends paid within the 
year on policy and annuity contracts. 


Controversy Dates Back to 1909 


A controversy has existed between insurance 
companies and the Commissioner of Internal Rev- 
enue ever since the first tax returns were made 
under the corporation excise tax act of 1909, regard- 
ing the deduction from gross income on account 
of increases of insurance reserves. The Commis- 
sioner early decided that no insurance reserves were 
required by law unless they were specifically enumer- 
ated in the state statues, although the insurance 
companies argued that such reserves as they were 
required to maintain by the different state insurance 
departments were reserves required by law, whether 
or not such reserves were specifically provided for 
by statute. 

The question was first raised in the courts by the 
case of the Insurance Company of North America v. 
McCoach (244 U. S. 585, 61 L. ed. 1333), in which 
the company asked the court to find that it was 


*Of the Washington, D. C., Bar. 


entitled to deduct the net additions made in 1910 
and 1911 to its policy loss claims reserves as re- 
quired to be maintained by the Insurance Commis- 
sioner of Pennsylvania. The lower court decided 
that the company was not entitled to this deduction, 
but on appeal to the Court of Appeals, this decision 
was reversed. Thereupon, the case was taken to 
the Supreme Court of the United States, where, on 
June 11, 1917, the opinion of the Court of Appeals 
was reversed and it was held that policy loss claims 
reserve funds were not reserve funds required by 
law within the meaning of the Pennsylvania stat- 
utes. 

The same question was again taken to the Su- 
preme Court of the United States in case of the 
Maryland Casualty Company (251 U. S. 342, 64 L. 
ed. 297), where on January 12, 1920, the court held 
that the net additions required to be made to the 
company’s policy loss claims reserve funds during 
the years 1909 to 1913, inclusive, were required by 
law, and that the company was therefore entitled 
to have them deducted from its gross income in 
the computation of its net or taxable income under 
the provisions of the corporation excise tax act of 
1909 and the income tax act of 1913. 

At the time the court handed down this decision, 
it was supposed to settle the question that insurance 
reserve funds specifically required by statute, or by a 
state insurance department in pursuance of appro- 
priate authority of law, were required by law within 
the meaning of the tax acts, and that this decision 
would apply equally to all classes of insurance 
companies. After prolonged consideration of the 
decision, the Commissioner of Internal Revenue 
finally decided that it would only be applied to 
casualty and surety companies and that life, fire 
and marine insurance companies should not be en- 
titled to the benefit of the deduction of their net 
additions to reserves which were not specifically 
required by statute. However, the United States 
Court of Claims, on November 8, 1923, held in the 
case of the Boston Insurance Company, a stock 
fire and marine company, that it was entitled to 
have the net addition to its loss claims reserve 
funds required by the New York Superintendent of 
Insurance to be maintained by it, as a condition 
precedent to its being authorized to transact its 
business in that state, deducted from its gross 
income in the computation of its net or taxable 
income for the year 1916. This opinion will be 
found in 58 Court of Claims Reports, at page 603. 
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The case was promptly appealed by the Govern- 
ment to the Supreme Court of the United States 
and was argued in that court on October 9, 1925. 
Counsel for the Government argued, first, that the 
case was controlled by the decision in McCoach v. 
Insurance Company of North America, as the insur- 
ance laws of Pennsylvania and New York were 
analogous in regard to their reserve requirements 
for fire and marine insurance companies; second, 
that the Maryland Casualty Company case was not 
controlling for the reason that the statutes specifi- 
cally required casualty companies to maintain loss 
claims reserve funds, and, third, that the company’s 
return for 1916 had been audited upon the accrued 
and incurred basis, under which the full amount of 
its policy losses incurred during the year had been 
once deducted from gross income. Therefore, as 
its net addition to policy loss claims during the year 
was made solely on account of its incurred losses 
for that year, the result would be equivalent to a 
double deduction of the same item. Counsel for 
the company argued, first, that the New York insur- 
ance law contained appropriate authority under 
which the Superintendent of Insurance was author- 
ized to require the maintenance of this reserve as a 
condition precedent to its being permitted to trans- 
act its business in that State, and that his authority 
to make this requirement had been confirmed by 
the highest court of the State; second, that the in- 
surance laws of Pennsylvania did not invest the 
Commissioner of Insurance for that State with any 
similar authority and, therefore, the case of Mc- 
Coach v. Insurance Company of North America was 
not controlling; third, that if the New York Insur- 
ance Law, under which the Maryland Casualty Com- 
pany was required to maintain loss claims reserves 
for the years 1909 and 1910 was the same law under 
which the Boston Insurance Company was required 
to maintain these reserves for 1916, the Maryland 
Casualty Company case was controlling in this case ; 
and, fourth, that the provision in the taxing act for 
the deduction of the net addition required by law to 
be made to reserve funds is clear, positive, and 
unambiguous and contains no restrictions or limita- 
tions whatever upon this deduction, and the Com- 
missioner of Internal Revenue is without authority 
by regulation to add to or take from the provisions 
of the statute in regard to it. Therefore, the com- 
pany was entitled to the deduction claimed in this 
case, regardless of any possible double deduction 
that might follow the application of any other pro- 
visions for deduction contained in the taxing act 
in the computation of the company’s net or taxable 
income. The court’s attention was also invited to 
the language used in its Maryland Casualty eT 
reg rarding possible double deduction, as follows 


It would not be difficult to suggest conditions under which 
the statutory permit to deduct net additions to reserve funds 
would result in double deduction in favor of an insurance com- 
pany, but such deductions can be restored to income again 
only where it is clearly shown that subsequent business con- 
ditions have released the amount of them to the free beneficial 
use of the company in a real, and not in a mere bookkeeping 
sense. If this seemingly favorable treatment of insurance 
companies is to be otherwise corrected or changed, it is for 
Congress, and not for the courts, to amend the law. 
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As suggesting a possible reason for the favorable 
treatment of insurance companies by Congress, 
referred to by the court, its attention was invited to 
an extract from a communication from the general 
manager of the National Board of Fire Under- 
writers to the Senate Committee on Finance, found 
at page 252 of the Hearings and Briefs before the 
Committee on Finance, United States Senate, Sixty- 
fifth Congress, First Session, on H. R. 4280, con- 
cerning the fire insurance business of the United 
States during 1916, the year involved in the Boston 
case, as follows: 


The statement of the stock fire insurance companies on the 
business transacted in the United States for the calendar year 
1916, made under oath and verified by the New York Insur- 
ance Department, shows that after deducting losses, ex- 
penses, and reserves for increase in liabilities but exclusive 
of taxes, the net underwriting profit was $12,000,966, the 
taxes paid by the same companies during the year was 
$12,190,605; producing a final underwriting loss of $189,639. 

It was further pointed out to the court that 
although the net addition to unearned premium 
reserves was deductible under this provision of the 
law, the amounts paid for reinsurance and return 
premiums for which this reserve is maintained were 
also deductible under other provisions of the statute. 
Consequently, if the double deduction argument 
against the allowance of the net addition to loss 
claims reserves is sound, it would apply equally to 
any deduction on account of the net additions to 
reserve funds, and would absolutely nullify the pro- 
vision of the statutes under which reserve deductions 
are allowable. 

The question involved in the Boston case is 
exceedingly important to all fire and marine insur- 
ance companies for the reason that if the lower 
court is affirmed by the Supreme Court, it will 
substantially reduce their net income for the profits 
tax years, viz., 1917 to 1921, inclusive. It would 
seem to also very substantially increase the invested 
capital of fire and marine insurance companies and 
their profits tax deductions for the same years, as 
the Commissioner holds that the reserves required 
by law for such companies are a part of their in- 
vested capital. 


Lower Courts Against Commissioner 


The Commissioner is still disputing the right of 
life insurance companies to have their reserves 
required by law included in invested capital, al- 
though in the case of Mutual Benefit Life Insurance 
Company v. Duffy (296 Fed. 881), the lower court 
held that these reserves should be included in in- 
vested capital under the tax acts, and this decision 
has been affirmed by the Court of Appeals. It is 
expected that this case will be presented to the 
Supreme Court during the present term, for its 
determination. 

It should also be important to life insurance com- 
panies if the Supreme Court affirms the decision of 
the lower court in the Boston Insurance Company 
case, for the reason that all life insurance companies 
are required by the state insurance departments 
to maintain many reserves for the benefit of the 
policy holders, which the Commissioner of Internal 

(Continued on page 413) 
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Secretary Mellon’s Tax Revision 
Proposals 


HE first matter which must be considered in any rev- 
"Tense bill is how much revenue the Government re- 

quires. You must start, then, with the probable receipts 
and expenditures, which can be fairly accurately estimated 
for the fiscal year ending June 30, 1926, and with some- 
what less certainty for the next fiscal year. In June last the 
President stated that the probable surplus for the fiscal year 
1926 would be $290,000,000. 

Since June various items have come into both sides of 
our statement which, while they do not change the net re- 
sult, alter very considerably the total 
figures of expenditures and of receipts. 
For example, $10,000,000 will have to 
be added for pensions and $22,000,000 
for contributions to the states for hard 
roads, and additional amounts to cus- 
toms and international revenue refunds, 
the principal items. Moreover, we have 
the additional expenditure which must 
be made in this year for adjusted com- 
pensation. The Adjusted Compensa- 
tion Act provides that on January 1 
each year the Government shall appro- 
priate and invest a sum sufficient to 
pay the premium on the policies in 
force. The act further appropriated 
for January 1, 1925, for this purpose, 
$10,000,000. In the appropriation bills 
of the last session $50,000,000 was arbi- 
trarily taken as the amount which 
would be necessary to pay premiums 
due on January 1, 1920. 

At the time these appropriations 
were made no one knew how many 
applications would be made for policies 
or how much insurance would be in 
force, and, therefore, it was impossible 
to estimate accurately the amounts 
which under the statute should be ap- 


propriated for in 1925 and 1926. The 
total actual appropriations on these 
two dates aggregated $150,000. From 


the applications now in and from those 
which can reasonably be expected to 
be filed by January 1, 1926, these two appropriations should 
be $256,000,000 instead of $150,000,000. This will necessitate 
a supplemental appropriation in the current year of $106,000,- 
000. This sum must be added to the expenditures as esti- 
mated last June. 

Looking at the other side of the picture, our estimates 
of income tax receipts were made before we had received 
the June instalment of taxes and were based upon previous 
experience of the ratio that the March payments bore to 
the total income tax receipts. Under other revenue acts 
the March instalment had been a certain percentage of the 
total annual revenue. Our June and September results, 
however, show that this ratio had changed materially. The 
explanation appears to be this: The large taxpayers pay in 
instalments throughout the year; the small taxpayers pay 
in full in March. The taxes of the small taxpayers had 
been so reduced by the new law that their payments in full 
did not constitute such a material part of the whole. 

We accordingly underestimated the enormous increase in 
taxable income through the slight reform carried in the 1924 
Act. A review of our estimates permits us to add over 
$190,000,000 of tax revenue to our expected receipts. Tak- 
ing into account other adjustments in expenditures and re- 
ceipts, it is now estimated that the surplus for 1926 will 
come close to $290,000,000. 


ANDREW 





For 1927 the budget has not yet determined the total of 
expenditures which will be necessary to run the Govern- 
ment. I think, however, that the surplus in 1927, with rev- 
enue based, of course, upon the present tax bill, would be 
between $250,000,000 and $300,000,000. This, it seems to 
me, is a figure which it is safe to take as the amount by 
which taxes can now be permanently reduced. 

A reform in taxation, such as a reduction of the high 
surtaxes, increases the taxable income through stimulation 
of business and productive investment, so that what ap- 
parently would be a loss is later made 
up. Still, it is well not to cut revenue 
beyond the reasonable requirements of 
the Government. In this connection 
remember that since the war period 
we have been living partially upon 
capital. I refer to the return of our 
investment in the War Finance Corpo- 
ration, repayment of loans to railroads, 
the sale of surplus supplies, etc. As 
these sources give out, we will have 
to pay our current expenses out of 
current revenue. It seems to the Treas- 
ury that we should keep this figure of 
$250,000,000 to $300,000,000 as our goal 
of tax reduction. 

Estimates of probable receipts from 
taxation are, of course, not always 
borne out by results. For example, 
the 1924 Act levied a tax on mah jongg 
sets, presumably to bring in revenue, 
but I hardly think that this tax is now 
considered a reliable source. In the 
Treasury we have endeavored to reach 
our estimates from various viewpoints, 
so as to ensure a probable degree of 
accuracy. Customs receipts are esti- 
mated by the Director of Customs, who 
is the practical operating man; by Mr. 
McCoy, the Government actuary, and 
by Mr. Riddle, head of the statistical 
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division of the Treasury. Income and 
miscellaneous taxes are estimated by 
Mr. McCoy, Mr. Riddle and Mr. Nash, 
Assistant Commissioner of Internal Revenue. The last in 
his end is the practical man. 


MELLON 


Bases of Treasury Estimates 


Mr. Riddle’s estimates are based on a study of past and 
existing business conditions and industrial cycles. For in- 
stance, prosperity of corporations in one year is reflected in 
the dividends received by their stockholders in the later 
years. Mr. McCoy has his own method of figuring. I con- 
fess I do not always understand it, but he certainly obtains 
remarkably accurate results. All of the estimates are gath- 
ered together and at a conference the differences are 
threshed out and the most probable figure is selected. Ap- 
proaching, as we do, the subject from a practical and two 
different theoretical viewpoints, I think we achieve as 
accurate a result as is obtainable. 

The suggestion has been made that we are retiring our 
public debt too rapidly. It is argued that the present gen- 
eration should not pay, but should pass the debt on to a 
later generation. Taking the people as a whole, there is 
nothing in this argument. The money represented by the 
debt was spent for the war. The evidence of the debt, the 
bonds, are all held in this country. If the first generation 
passed on to the second generation the burden of paying 
the debt, at the same time the second gencration must in- 
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herit the bonds representing the debt, so the second gen- 
eration would receive both a liability and its equivalent 
asset. No net burden would pass. 

While, taking the people as a whole, it is immaterial when 
the debt is paid, still, as between different classes of people, 
the investing class holding the bonds and the producing 
class from whom a larger part of our taxes are collected, 
inequality may exist. We should not tax too heavily the 
producers to pay the security holders. It is for this reason 


that we have sought a balance between debt reduction and 
tax reduction. 


Sources of Debt Reduction 


If we analyze the sources by which our debt has been re- 
duced nearly $5,000,000,000 from its peak to June 30, 1925, 
they are as follows: Over $1,033,000,000, or 20 per cent, 
has come from a decrease in the general fund balance; 
$1,678,000,000, or 33 per cent, from the surplus; $1,423,- 
000,000, or 28 per cent, from the sinking fund, and the 
balance from miscellaneous sources, including foreign repay- 
ments. 

The decrease in the general fund balance means that the 
Treasury has been able to reduce its cash in bank by over 
$1,000,000,000. This shows economy in the operation of 
the Treasury, since so long as we are borrowing money we 
ought not to carry any more cash than we need. The pres- 
ent working balance, however, is as low as we can safely 
go. In September, for instance, it was lower than at any 
time since 1917. This 20 per cent factor of debt reduction 
will have no influence in the future. 

There are, however, certain factors which must continue 
the orderly retirement of the debt. Roughly, $20,000,000,000 
of the war debt is represented one-half by money spent by 
America in the war and one-half by money loaned to the 
Allies. A sinking fund based on 2% per cent of the $10,- 
000,000,000 used domestically was established in 1919 and 
it was intended that the $10,000,000,000 loaned abroad should 
be taken care of by repayment of the loans by the foreign 
borrowers. 

Here we have two-fold arrangement for retirement of 
the war debt. In the public debt structure one obligation 
has no distinction over another. Each is based solely on 
the credit of the United States, irrespective of rate of 
interest, date, or maturity. It is one debt. We may look 
at the situation, therefore, as if a company had mortgaged 
several pieces of property and in the mortgage had cove- 
nanted for a sinking fund each year and for the use of 
the proceeds of any property, sold from under the mort- 
gage toward retirement of the debt. The mortgage bond 
holder has a contract legally binding on the mortgagor, that 
these covenants be performed. In like manner the Govern- 
ment bondholder has a contract morally binding on the 
United States, since to violate it would be partial repudia- 
tion, that the sinking fund will be continued in accordance 
with its terms, and that repayments of foreign loans will 


go to decrease the debt which was incurred for their crea- 
tion. 


Surplus Warrants Tax Reductions 


We come now to the other principal factor in debt reduc- 
tion, that of surplus, which has accounted to date for over 
one-third of the reduction in our debt. It is proposed to 
exhaust this surplus by reducing taxes. This is sound 
policy. A surplus of Government receipts over expenditures 
should be distributed, just as the profits of any other mutual 
organization are distributed among its members—the tax- 
payers—through a reduction in their forced contributions 
to the State. 

Of the three factors in the reduction of the debt, reduc- 
tion in the general fund balance will have no effect in the 
future. It is intended that the surplus be exhausted by tax 
reduction. 

There remains only the sinking fund and foreign repay- 
ments. It is admitted that Congress has the legal authority 
to repudiate the contract for the sinking fund and for the 
application of foreign repayments. It is denied that it has 
the moral authority. This Government has yet to break 
faith with the investors in its securities. 

Money taken to pay the public debt is not lost. It is not 
paid outside the country. Payment means a return of 
cash to the security holders who must immediately find 
other investments. The Treasury debt payment has turned 
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back to the American people $5,000,000,000, and this sum 
has gone into land, farm loans and industrial and other 
investments. Far from hurting the country, the past policy 
has been a great benefit to all these who needed capital. 

Let us look at this debt reduction from another stand- 
point. This country is today exceedingly prosperous. It 
can afford to pay off its debts without undue burden upon 
its taxpayers. Its history has always been prompt extingu- 
ishment of its war debts. It is ready for the next emergency 
when it comes. The time to repair your roof is in good 
weather, not when it is raining. The time to pay your 
debts is when you can. 


Effect of Surtax Cuts 


In determining what taxes should be first reduced, it is 
important to bear in mind the distinction between a 
reduction of taxes which reforms the tax system and a 
reduction in taxes which simply reduces revenue. It has 
been the experience ‘of the Treasury that every time there 
has been a material reduction in surtaxes it has stimulated 
business and brought about an increase in taxable income 
which has made up a great part, if not all, of the loss in 
revenue from the higher incomes. 

In 1922, under the 1918 act, with maximum normal and 
surtaxes of 73 per cent, the total income collections, per- 
sonal and corporate, were $1,501,000,000. In 1923, under the 
1921 act, with maximum sur and normal taxes of 58 per 
cent, the collections were $1,825,000,000. In 1924, with the 
25 per cent credit, but before the effect of the reduction 
of surtaxes could be reflected in taxable income, the col- 
lections were $1,806,000,000. In 1925, the first year influ- 
enced by the 1924 act, it is estimated that the collections 
will be $1,838,000,000. In other words, in spite of the very 
sweeping reductions carried by the 1924 act in the lower 
brackets and the comparatively less reduction in the upper 
brackets, we will collect in 1925 more money at lower rates 
than we collected in 1923 at higher rates. 

A reduction of the lower brackets in itself means no 
increase in taxable income. A man with a $5,000 salary 
does not carry funds in non-productive investments and a 
reduction of his taxes does not, therefore, create additional 
taxable income. A reduction in the surtax, however, in- 
creases the amount of capital which is put into productive 
enterprises, stimulates business, and makes more certain 
that there will be more $5,000 jobs to go around. It seems 
to me quite clear that a man with a $3,000 job, who, if 
married and without dependents, pays a tax of but $7.50 
under the present law, or a man with a $5,000 job, who, 
under the same conditions, pays a tax of $37.50, is more 
interested in having the job than in having his taxes further 
reduced. What we mean by tax reform is to make more 
of these jobs. 

Tax “Reform” Stressed 

Let me illustrate how the order of tax reduction affects 
the amount of tax reduction. Reforms should come first. 
Suppose that the total surplus available were $130,000,000 
and, except for the effect of tax reduction, no change need 
be expected in governmental receipts and expenditures in 
future years. In other words, if there were no tax reduc- 
tion there would be a continuing surplus each year of $130,- 
000,000. Now, $130,000,000 is about what we get from 
automobile taxes. Assuming we left the high surtaxes 
untouched and abolished the automobile taxes, the Govern- 
ment will lose $130,000,000 of revenue. There is no stimula- 
tion of taxable income by such reduction. There would be 
no surplus in subsequent years and no further tax reduction. 

Suppose, however, we reversed the procedure and _ first 
reduced the surtaxes to a figure which, based on last year’s 
returns, would indicate a loss of $130,000,000. The effect 
of this reform would be to stimulate the creation of addi- 
tional taxable incomes, and therefore the collection of sub- 
stantially as much revenue under lower rates of surtax as 
under the existing rates. In other words, in a year or so 
the revenue would be restored, there would again be a 
surplus of $130,000,000 a year, and the automobile taxes 
could also be eliminated. So, if the taxing system is 
reformed first you can have two tax reductions. If revenue 
is lost first you can have but one tax reduction. 

What we should try to do in our taxing system is to 
get the lowest rates of tax consistent with adequate rev- 
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enues. We want not only revenue today, but sources from 
which we can get revenue in the years to come. The point 
at which the most revenue can be derived with the least 
disturbance to business is one which cannot be determined 
with accuracy in advance, but at best it must be the result 
of experience. What this point is, I have heard frequently 
discussed both in the Treasury and by economists. Some 
place it is as low as 10 per cent, some at 15 per cent, 
but certainly it is not in excess of 25 per cent. 

The Treasury feels that today we are in the position to 
approach more closely to this point of maximum revenue 
and minimum disturbance to business. The revenue is 
available. It is estimated by the Government Actuary that 
if the maximum total income tax is fixed at 25 per cent, 
being 5 per cent normal and 20 per cent surtax, the loss 
of revenue in the next calendar year would be $140,000,000, 
and in the following calendar year $100,000,000. In other 
words, the first year after the act was effective one-third 
of the revenue loss would’ be restored, and, of course, in 
subsequent years additional revenue would come in. It 
should be remembered that this loss of $140,000,000 in the 
first year, reduced to $100,000,000 in the second year, is a 
loss on the personal income taxes. It does not take into 
account the greater prosperity of corporations through the 
stimulation of business by tax reform in the personal taxes. 
I again refer to the fact that our total income tax revenue 
in 1925 exceeded that in 1923, although the former year 
had much higher rates. 


The Treasury does not propose any definite rates, but 
it presents to you the certainty that tax reform can go to 
a 25 per cent maximum normal and surtax without the 
slightest danger to our future revenues. In fact, such a 
reform will insure the source from which we expect to get 
our revenue in the future. 


Favors Repeal of Estate Tax 


It is the opinion of the Treasury that the Federal estate 
tax should be repealed. The reasons for this position have 
been frequently stated, but I can summarize them as 
follows: 

There is no logical basis for the Federal Government 
collecting this tax. The right of inheritance is controlled 
by the states, and the Federal estate tax is based only upon 
the theory that to transmit property by death is the exer- 
cise of a privilege which can be made subject to taxation, 
just as we might levy a tax on the privilege of selling 
property. 

The present law, with its 40 per cent maximum, has not 
been before the Supreme Court, and the question has never 
been determined as to whether or not you can confiscate a 
large part of the property through a tax on the exercise of 
the privilege of transferring it. Would a sales tax be 
constitutional which took the bulk of the property sought 
to be sold? The states are confronted with such a question. 
They alone control inheritance. I raise this point simply 
to show that this tax is one belonging to the states and not 
to the Federal Government. 

Estate taxes have always been a source of emergency 
revenue. It is only in war periods that the Federal Govern- 
ment has made use of them, and except in the present case 
they have always been repealed when the emergency ended. 
They should be saved for this purpose. We ought not to 
use our reserves in time of peace. We may need them badly 
when the next emergency arises. There is no emergency 
now. . 

Taxation by the Federal Government is going down and 
that of the states going up. The states need every source 
of revenue available. In the majority of states the Federal 
tax direcely decreases the property which the state can 
tax. As an example, if an estate pays $1,000,000 of tax 
this is deducted from the net value of the property on which 
the state percentage is levied. The states get no tax on the 
value represented by what the Federal Government has 
taken. Aside from the direct loss of revenue to the states, 
there is an indirect loss. The present muddle of death 
taxes in this country could in some cases take more than 
100 per cent of what a man leaves. Excessive Federal taxes 
contribute largely to this muddle. The result must be 
that ultimately values are destroyed, and with them the 
source from which the states must take revenue. 
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Estate Tax Revenue Falling 


Under considerably lower rates the Federal estate tax 
once yielded about $150,000,000 a year revenue. This has 
gradually dropped off to $100,000,000, last year’s revenue 
from this source being slightly below that of the year before. 
It is quite within the revenue requirements of the Govern- 
ment to eliminate this tax. If not in one year, certainly 
the rates might be materially cut in 1926 and the whole tax 
repealed in 1927. 

The revenue collections from this tax will exist for some 
time after the law is repealed. Taxes are not payable until 
a year after the death of the decedent. There are extensions 
of payment beyond that date without interest. The result 
is that a repeal of the act effective January 1, 1926, would 
not be reflected at all in revenue collections until after 
January 1, 1927, and then revenue from the tax would 
gradually diminish for the next four or five years. So an 
immediate repeal would not affect the revenue of the fiscal 
year 1926, and but half of that of 1927. 

Coming to the miscellaneous taxes, it seems to the Treas- 
ury that the gift tax should be repealed. This tax was 
fairly successful in 1925, bringing in $7,000,000, because the 
1924 revenue act, though passed in June, was made retro- 
active in this particular to January 1. The law, therefore, 
caught a lot of taxpayers who had made their gifts before 
they knew any such tax would be imposed. It is estimated, 
however, that receipts will drop to $4,000,000 this year and 
to $2,000,000 next year. 

Nothing illustrates as well the difficulty of preventing 
the avoidance of excessive taxation by statutory enactment 
as does this particular section of the law. When property 
is sold or exchanged the difference between the value of 
the property and what is received is considered a gift. 
So if a seller makes a bad bargain, he must not only pay 
his loss, but he must pay a gift tax on his loss, and the 
more the loss the more tax he has to pay. If the gift tax 
is supposed to supplement the estate tax, it presents a 
peculiar inconsistency of reasoning. The estate tax is 
advocated to break up large estates. The necessary result 
of the gift tax is to keep property intact, that is, to prevent 
the owner of propery giving it away. 

It is entirely proper that a wealthy man should distribute 
his property among his children in order that while he is 
still alive he can advise them. It is in his interest, in the 
interest of his children, and of the community generally 
that such distributions be made. They were made long 
before any income tax or estate tax law was passed, and 
they will continue unless prevented by tax. Like a great 
many other artificial restraints and inequalities now in our 
taxing law, if the surtaxes were reduced to a moderate 
rate, the excuse for the gift tax would disappear. It is the 
Treasury’s view, therefore, that the tax should be repealed. 


Admission Tax Viewed as Fair 


Admissions and dues brought in $31,000,000 last year, 
and are estimated to bring in $33,000,000 this year. The 
tax applies only to admissions sold in excess of 50 cents. 
It does not seem that this tax is a particular burden, and 
in the interests of the revenue it produces it ought to be 
retained. 

Automobile taxes, which brought in $125,000,000 last 
year, can be divided roughly into $90,000,000 for automobiles 
and $35,000,000 for trucks, tires and accessories, the $35,000,- 
000 might be taken off, but so long as the Federal Govern- 
ment is contributing over $90,000,000 a year to roads on 
which these automobiles run, they certainly ought to be 
made to pay their way. 

The tax on jewelry, etc., was so amended as to make its 
avoidance easy. By fixing a minimum price at which 
taxation on jewelry sales begins, a seller can divide one 
piece of jewelry into several parts and sell them separately, 
thus avoiding or lessening the tax. The tax yielded $9,000,- 
000 in 1925 and is estimated to yield $8,000,000 this year. 

There are several of the miscellaneous taxes which hardly 
yield enough to justify their retention, and their elimination 
in the interest of simplicity in our tax law might be con- 
sidered. For example, the tax on art works, almost all of 
which come from abroad, is usually avoided by purchasing 
abroad instead of in this country. By imposing the tax, 
we simply deprive our own dealers of profit. 
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Declares Publicity Clause Useless 


There is a provision in the present act for publicity of the 
amount paid by every taxpayer. The publicity is utterly 
useless from a Treasury standpoint. We have caused inquiry 
to be made of every supervising internal revenue agent in 
the different field divisions and every collector of internal 
revenue. All of the supervising internal revenue agents 
report that no additional tax has been collected due to the 
publicity provision, and all of them recommend its repeal. 
Of the sixty-five collectors of internal revenue, one of them 
stated that he has collected an additional tax of $420, and 
another an additional tax of $80. The rest of them state 
that no benefit has come from publicity. All of the col- 
lectors recommend repeal. 


Of course, from the standpoint of the Treasury it is un- 
necessary for it to get its information as to what taxes a 
taxpayer pays from publications in the newspapers. The 
returns and all information in connection therewith are 
readily available to the Treasury. The amount of tax paid 
is no true indication of the income of the individual. There 
are all kinds of losses and reductions. 

To make publicity complete would expose every trade 
secret to the taxpayer’s competitor. It would do nothing 
to aid the Treasury or to increase the Government revenue. 
On the contrary, publicity encourages further tax evasion 
and loss of revenue. There is no excuse for the present 
publicity provision except the gratification of idle curiosity 
and the filling of newspaper space at the time the informa- 
tion is released. 


It is rather an interesting commentary to note the almost 
universal condemnation of this publicity in the editorial 
columns of the newspapers, while, as a matter of news, the 
lists occupy many pages in the same issue. No other coun- 
try I know of publishes this information. Why should we, 
in a free country, insist on the exposure of the personal 
affairs of our citizens to the world? 


Tax-Free Securities Issues Condemned 


There are several matters which had the consideration 
of your committee when it was preparing the 1924 act 
which I would like to bring before you again. 

Looking at the proposition logically, there is no reason 
for the existence of tax-exempt securities. There ought 
to be no refuge to which the wealthy man can go and 
avoid income taxes at times when the Federal Govern- 
ment needs the money. A constitutional amendment to 
make these securities taxable should be passed. The Treas- 
ury has consistently been the advocate of such reform. The 
delay, however, has been so long and the amount of securi- 
ties now outstanding which would not be affected by the 
amendment has become so great—it is more than $14,000,- 
000,000 now—that the practical way of reaching the present 
situation seems to be by taking away the artificial advan- 
tage of these securities through the reduction of the surtax 
to a reasonable figure. 


If you place your surtax at a point where productive 
business and investments can compete with tax-exempt 
securities in net return to a wealthy investor you have 
solved the present difficulty. It is interesting to note that 
the first Liberty 3%s, which, alone of the Liberty bonds, 
are wholly tax-exempt, have gone below par for the first 
time since June, 1922, reflecting the view that the expected 
reduction of surtaxes to a normal figure justifies the wealthy 
owners of these bonds in selling them to put their money 
into productive investment. We already are getting results 
on the mere belief in ultimate tax reform. 


There exists now in several of the states a preference to 
their citizens by reason of the existence of the so-called 
community property laws, which permit the husband and 
wife to return separately each one-half of their joint income, 
usually the income of the husband. There is a serious 
question in my mind as to whether or not any state which 
has by the Sixteenth Amendment granted to the Federal 
Government the right to levy income taxes can make the 
graduated income tax of the Federal Government ineffective 
by passing a community property law. This is a question 
which is now before the Supreme Court of the United 
States, and no Iegislative action is called for pending a 
decision. Like most difficulties, this, too, would be resolved 
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from a practical standpoint if the surtax rates were reduced 
to a normal figure. 


Opposes Earned Income Credit 


In the 1924 law it was declared that all income under 
$5,000 was earned, and no income in excess of $10,000 could 
be considered earned. This is a denial of what we all 
know to be facts. Many men do not earn the first $5,000 
of their income, and many others earn much more than 
$10,000. It is, of course, utterly unfair to tax a man whose 
capital is his brains at the same rate as the man whose 
capital is his money. The first is destroyed by sickness 
or death; the latter continues to exist. We appreciate, how- 
ever, the difficulty of a definition accurately to describe 
what income is earned and what not earned. Again, if the 
surtaxes are placed at normal figure this inequality in taxa- 
tion is not so pronounced and may_be ignored. 


Board of Tax Appeals Commended 


The Board of Tax Appeals was intended to be a short cut 
to an impartial determination of tax liability. In the 1924 
Revenue Act it was made an independent establishment, 
with quite formal rules of procedure. This was a complete 
departure from the original idea. The Board has, however, 
been extremely valuable in the establishment of precedents, 
which have aided the Bureau in the determination of similar 
cases of other taxpayers. This appears to be their real 
function. 

When the Board was originally created the cases coming 
before it did not justify the appointment of the entire Board. 
As time went on, however, its cases increased, and it is now 
difficult for the Board to handle its business. It seems, 
therefore, to the Treasury, to be unwise to increase the 
jurisdiction of the Board. 

On the other hand, it is quite apparent that for a useful 
continuation of its existence, a membership of at least six- 
teen will have to have your consideration. Such a mem- 
bership would permit five divisions of three each and a 
chairman. The present law will reduce the Board to seven 
after June of next year. The Board itself will present to 
you its detailed recommendations. It is in the interests of 
the Treasury only to see that there is in existence a Board 
of capable men with the ability to decide tax questions 
fairly and promptly. 

There are several matters- of administrative detail which 
require the attention of your committee. Mr. Gregg, who is 
the solicitor of internal revenue, and who worked as a 
representative of the Treasury in the drafting of the 1924 
act, will present these matters to you. 


Suggests Schedule of Rates 


A suggested schedule of rates was filed by Under-Secre- 
tary Winston with the Ways and Means Committee on 
October 19. Two days later an amendment of the sug- 
gested normal rates was made by Mr. Mellon. 

The schedule of normal rates, as amended, calls for nor- 
mal rates of 1 per cent on the first $3,000 of taxable net 
income, 2 per cent on the next $1,000, 3 per cent on the 
next $4,000 and 5 per cent on the remainder. No provision 
is made for any distinction between earned and unearned 
income in application of tax rates. 

A surtax would not be applicable until net income 
amounted to $13,000. Surtax rates are graduated from 1 
per cent on net incomes from $13,000 to $15,000 to a maxi- 
mum of 20 per cent on all incomes over $150,000. 


Gregg Condemns Depletion Leaks 


Revision of provisions for depletion and depreciation in 
the case of mines, oil, and gas wells, and other natural 
resources, and particularly those permitting special allow- 
ances for discovery value in computing depletion, was rec- 
ommended to the Ways and Means Committee by A. W. 
Gregg, Solicitor of Internal Revenue. 

Mr. Gregg gave support to Senator Couzens’ attack on 
the allowances which the law provides for discovery value 
in the case of mines, oil and gas wells, in pointing out that 
it offers a convenient means of escape from proper appli- 
cation of the income tax. Perfection of this section of the 
law was requested, but no definite remedy was offered in 
behalf of the Treasury Department. 
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American Bar Association Tax 
Revision Recommendations 


undersigned members of that association’s Special 

Committee on Federal taxation beg to present to your 
Committee certain recommendations relative to legislation 
affecting the United States Board of Tax Appeals.* 

At the outset the members of our Association desire to 
express to you their appreciation of the advance, from the 
taxpayer’s point of view, the creation of the Board of Tax 
Appeals has meant in the collection of the Federal revenue. 
Relative simplicity and speed exists in the Board’s proced- 
ure. Its reasoned opinions have fur- 
nished a much needed basis for defi- 
niteness and certainty in the interpre- 
tation of the Federal taxing laws. Its 
existence as a separate agency has 
resulted in decisions uninfluenced by 
administrative expediency and marked 
by their independence. It has assured 
the taxpayer of a fair and open trial 
before his case is judged. 

In order, however, that the instru- 
ment may be made more adequate to 
its purpose, the following proposals 
for the amendment of the Revenue 
Act of 1924 are submitted for the con- 
sideration of your Committee: 


I. Number of Board Members. 
—Recommended that the perma- 
nent membership of the Board be 
not greater than sixteen members. 
It is generally agreed that great 

value lies in the practice of the Board 
members to meet regularly for dis- 
cussing and approving the decisions 
and opinions proposed to be issued. 
It may be questioned whether sixteen 
meeting together is not too great a 
number effectively to accomplish a ju- 
dicial debate on proposed decisions. 
However, it should be obvious that a 
meeting of more than this number 


A S representatives of the American Bar Association, the 








In any event we recommend that the Board be not in- 
creased beyond a membership of sixteen. 

Il. Terms of Office.—Recommended that the terms 
of office of the sixteen permanent members of the Board 
begin June 1, 1926, for the following duration: Four 
members for ten years from June 1, 1926; four mem- 
bers for twelve years, from June 1, 1926; four members 
for fourteen years from June 1, 1926; and four members 
for sixteen years from June 1, 1926; that vacancies in 
unexpired terms be filled and new appointments for 

terms of ten years each be made if, 
in the discretion of the President, the 
number of appeals then pending be- 
fore the Board warrant such appoint- 
ments. 

If the present standard of ability in 
Board members is to be maintained it 
is necessary to make the term of of- 
fice of a sufficiently lengthy perma- 
nency to justify the members in fore- 
going the establishment of their pri- 
vate professional practice. The sug- 
gested terms of office (which adopt 
the sound principle provided for in 
the existing statute) assure a contin- 
uity of experienced members on the 
3oard, permit of an automatic reduc- 
tion of personnel if the appeals before 
the Board decrease, and offer a rea- 
sonable restriction against a sudden 
change by new appointees of the com- 
plexion of the Board. 

III. Subsequent Practice by 
Board Members. — Recommended 
that the existing restriction upon 
Board members relative to their 
subsequent practice before the 
Board, or any office of the Bureau 
of Internal Revenue, be removed. 
The value of restriction upon the 

subsequent practice wf employees who 





would find difficulty in securing that 
informality of comment necessary to 
sound and uniform rulings. 

Sixteen members permit of five “divi- 
sions” of three members each with the sixteenth member 
serving as chairman of the Board. Such an arrangement 
allows for four operating divisions sitting steadily in Wash- 
ington with the fifth division available to take the field, 
substitute for absent members, or to undertake special work. 

Further, sixteen calls for but one addition to the present 
membership and assures, in the absence of vacancies from 
resignations, no vital change in the present complexion of 
the Board. We are confident that any increase in produc- 
tion which might possibly be achieved by adding to the 
size of the Board would result in such a lowering of quality 
and disruption of uniformity and consistency of decisions 
that the consequences would be highly detrimental to the 
excellent work the Board is accomplishing. We feel that if 
increased production is sought, it will be better accomplished 
by limiting the character of the appeals which may be 
brought before the Board, or by providing adequate machin- 
erv for their settlement in the Treasury Department. 


*The recommendations were presented to the Ways and Means 
Committee by Mr. George Maurice Morris, of Washington, Secretary of 
the Special Committee on Federal Taxation of the American Bar Asso- 
ciation. The other members of this committee are Charles Henry 
Butler, Chairman; W. M. Crook, Parker H. Hoag, Louis A. Lecher, 
Murray M. Shoemaker, and Frederick S. Tyler. 
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leave the executive departments of 
the Government is sustained by the 
possibility that such employees may 
take with them confidential informa- 
tion hostile to the Government’s interest. Members of the 
Board of Tax Appeals, however, have no more “inside” in- 
formation than do the judges of a Federal court. There- 
fore, the existing restriction upon their subsequent prac- 
tice seems both unnecessary and discriminatory. Assured 
tenure of office and reasonable salaries should remove much 
of the incentive to leave the office. In the meantime the 
present restriction will militate against the securing of the 
most desirable men for the permanent posts. 


IV. Salaries of Board Members.—Recommended that 
the salaries of each member be $12,000 per year. 


A man capable of satisfying the responsibilities devolving 
upon a member of the Board, should have an earning power 
in private practice in excess of $12,000 per annum. If his 
earning power is not greater than such an amount it would 
ordinarily be questionable whether he is qualified for the 
office. Most lawyers and accountants of the age and expe- 
rience equivalent to that of the present Board members are 
regularly earning more than $12,000 per year in private 
practice. The present members of the Board have these 
prospects. To retain many of the experienced men now on 
the Board and secure others of like calibre requires a pro- 
vision for a closer approach to a fair compensation. The 
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attractions of being a pioneer and of being among the’ first 
to be honored by appointment, two features which brought 
many of the present members to the Board, have dulled. 
A salary more commensurate with the value of services ren- 
dered should henceforward be paid. 

V. Internal. Organization of the Board.—Recom- 
mended that the chairman of the Board affirmatively 
be given authority to create “divisions” of the Board 
membership in any arrangement he may determine and 
that he affirmatively be given authority to designate a 
single member to sit as a “division,” to conduct the 
hearing of appeals and decide the issues raised. 
Sub-sections (e) and (f) of Section 900, dealing with the 

character and functions of the “division” of the Board, im- 
pose certain limitations upon the size and operation of the 
“division.” With an allowance for greater flexibility in 
division formation and functioning, it is believed that a 
larger number of cases would be disposed of by the Board. 

Examination of appeals filed with the Board has dis- 
closed the fact that at least twenty-five per cent of these 
appeals, involve proposed taxes of less than $300.00, while 
at least thirty per cent involve proposed taxes of less than 
$500.00. The number of appeals which present issues al- 
ready passed upon by the Board, or involving no justifiable 
issue, cannot be determined by count, but there are many 
of them. Disposing rapidly of cases of the classification 
described would seem, either to call for a required amount 
of tax to be in issue before the appeal can be brought or, 
to call for a machinery promising quick judgment upon 
such contentions. To place a minimum limit upon the pro- 
posed deficiency of tax which may be appealed may result 
in discrimination against the smaller taxpayer. Further such 
a limitation may bar consideration of questions which affect 
the tax for other years than the one immediately before the 
Board. However, if the chairman of the Board is clearly 
authorized by the statute to constitute a single Board mem- 
ber as a “division” for the hearing of these “small claims” 
a rotation of members in such work would result in a more 
rapid and less expensive disposition of cases. 

When it is borne in mind that a full day’s hearing before 
the Board of Tax Appeals involves three members of the 
Board, a stenographic reporter, a clerk of the Board, a rep- 
resentative of the Commissioner, and possibly a witness or 
two from the Commissioner’s office, to say nothing of the 
stenographers and clerks who make the work of such offi- 
cials possible, it will readily be seen that the present cost to 
the Government of a full and formal hearing is frequently 
greater than the amount of tax involved. Therefore, the 
desirability of disposing quickly of cases is apparent. A 
provision that a single member of the Board may hear such 
cases is a provision which is at once elastic and avoids the 
probably undesirable arbitrary minimum limitation upon the 
amount involved in appeals. 

VI. Imposition of Costs.—Recommended that pow- 
er be given to the Board to impose costs upon either 
party to the proceeding where the appeal or defense 
presented is found to be obviously without merit. A 
maximum limitation upon such costs should be one hun- 
dred dollars. If such costs are determined against the 
taxpayer they should be added to the deficiency found. 
If such costs are awarded against the Commissioner 
they should constitute a credit or refund to the appel- 
lant. 

Many appeals are filed with the Board, either to delay 
the collection of the tax or, simply to take advantage of 
every possible bar to payment. Such appeals are expensive 
to the Government and secure no justifiable return to the 
taxpayer. In other cases defenses are made by the Com- 
missioner which are without merit and where the taxpay- 
er’s contention, from the evidence in the Commissioner’s 
files, should have been conceded. It is felt that if the power 
rested within the Board’s discretion to impose a cost upon 
the conduct of cases of this character that there would be 
a material cutting down of the number of frivolous appeals 
coming before the Board. Such an authority would also 
afford some control over practitioners of the Board endeav- 
oring to use the Board’s machinery for purposes for which 
it was not intended. 

VII. Sections 274, 279, 280, 308, 312, 316, 324.—Recom- 
mended that from the final decision of the Board either the 
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ONTACT with those in Washington and elsewhere who 
are acquainted with the accomplishments of the Board of 
Tax Appeals reveals that there is almost universal commenda- 
tion of its work. In his statement before the Ways and Means 
Committee Secretary Mellon expressed the opinion that the 
Board has been extremely valuable in the establishment of 
precedents which facilitate settlement of tax cases. There is, 
we believe, general agreement with this appraisal of the service 
which the Board is rendering. The Board is now, in effect, 
making the common law of income taxes. In view of the 
satisfaction given thus far and the large number of appeals 
being taken from the Bureau of Internal Revenue, there is 
little ground for fear that the membership, as provided by the 
present law, will be reduced to seven after next June. Rather, 
the probabilities are that Congress will, as recommended by 
Secretary Mellon, provide for additional members in the hope 
of expediting settlement of disputes over taxes for prior 
years. 


Among the unexpected recommendations made by Secre- 
tary Mellon was the abolition of the distinction between 
“earned” and “unearned” income. He recognizes the equity in 
principle of taxing income from personal service more lightly 
than the more permanent income from invested capital but 
objects to the manner in which it has been applied. To avoid 
administrative complications the Act of 1924 regards all income 
under $5,000 as earned and recognizes no income over $10,000 
as earned. Prevailing sentiment in Congress is strongly in 
favor of a differential tax rate placing a lower rate on wages, 
salaries and other income from personal services. It is proba- 
ble that a more satisfactory administration of the principle 
than is now in operation will be devised. 





With reference to the application of Section 220, penalizing 
corporations which accumulate excessive surpluses to protect 
stockholders from surtaxes, Under-secretary Winston stated 
before the Ways and Means Committee that prior to the Act 
of 1924, Section 220 was so easy to avoid that it was a joke. 
The Treasury Department has not yet reached investigation 
of returns made under the Act of 1924, and therefore Section 
220 as incorporated in the present law has not been applied. 
“I know a lot of people,” said Mr. Winston, “who organized 
corporations to avoid surtaxes, taking advantage of the defects 
in the earlier acts, who are now very much embarrassed 
because they have got their stocks in these corporations, and 
they are of no use to them. They cannot take them out with- 
out making a profit.” 

Mr. Winston expressed the opinion that Section 220 under 
the Act of 1924 really “has teeth.” 

The taxpayer, subject to the maximum surtax and the 
potential application of the Federal estate tax, who says the 
present revenue laws are satisfactory and equitable has not 
yet appeared before the Ways and Means Committee. One 
gathers from the hearings thus far that, if there ever was 
a cheerful taxpayer, his kind is practically extinct. 

The proposals of Senator Swanson and Representative 
Garner, ranking Democrat on the Ways and Means Commit- 
tee, that tax reduction be increased at the expense of debt 
reduction is not, apparently, meeting with the popular recep- 
tion that they anticipated. By extending the amortization of 
the national debt over a periad of fifty years, instead of 
twenty-five years, as advocated by Secretary Mellon, Senator 
Swanson sees the possibility of adding $600,000,000 to the 
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annual surplus available for debt reduction. Mr. Garner 
would spread the debt retirement over a sixty-two year period. 
Arguments advanced in opposition to these plans, among 
others, are that so-called saving by reducing the debt charge 
during the first twenty-five years would be offset by the 
necessity of paying interest during the twenty-five or thirty- 
seven year extension, and that since no one knows what may 
befall the nation two generations hence, it would be impru- 
dent not to more quickly set our financial house in order for 
a possible emergency. Prevalent opinion seems to be that 
extension of the time for amortization of the national debt 
would be both poor insurance and a questionable economy. 


While the number of appeals being filed with the Board 
of Tax Appeals seems to warrant enlargement of the Board 
membership, opinion on that point is not unanimous. 

Those opposed to increase in the Board membership uni- 
formly express the opinion that because of the difference in 
training and experience of the members it is highly desirable 
to have decisions passed upon by the full Board as they are 
issued, and therefore view with disfavor any change which 
may make necessary division decisions as distinguished from 
Board decisions, 

The Board now operates in four divisions, each of which 
is in effect a branch court holding separate hearings. The 
decisions of each division are held for thirty days before 
being issued as decisions of the Board, and meanwhile each 
of the members of the Board is supposed to have reviewed 
the decisions made by divisions other than that in which he 
directly participates. To hear and prepare the opinions in the 
cases which come directly before each division, members find 
it necessary now to work long hours. In addition they are 
under obligation, as above stated, to pass upon decisions made 
by other divisions. : 

The situation is thus presented in support of the contention 
that under present conditions the combined duties of the 
3oard members is a gruelling tax on their physical endurance 
and that decisions passed upon by the whole Board would be 
virtually impossible if the membership were increased and one 
or more divisions added, which it is assumed would dispose 
of cases with the same dispatch as each of the divisions now 
in operation are doing. It is declared, moreover, that hearings 
may be obtained within a reasonable length of time after a 
petition is filed and that therefore the situation does not war- 
rant a change which will necessitate departure from the com- 
mendable procedure of having all decisions considered by the 
whole Board. 

It is understood that the administration economy policy will 
not result in opposition to a nationwide Federal buildings 
construction program, in so far as the new projects meet defi- 
nite government needs. Recognition is being given to the 
possibility, even with the best of economy intentions, of being 
“penny wise and pound foolish.” 

Rentals paid in many instances are so high that it would be 
in the interest of economy for the Government to purchase or 
construct its own buildings. The growth of Government 
activities in recent years has been so rapid that departments 
and bureaus have outgrown available housing facilities. As 
an example of the waste that has resulted from improper 
coordination of activities from inadequate building facilities, 
the Bureau of Internal Revenue, a branch of the Treasury 
Department, is housed in ten buildings, scattered over an area 
of many blocks. If the activities of the Bureau of Internal 
Revenue were all within one building, it has been estimated 
that administrative costs could be reduced at least a million 
dollars a year. There is delay under present conditions in 
the collection of taxes, because records have to be transported 
from one place to another across the city, and in addition there 
is risk of losing valuable documents. 

It has been estimated that $50,000,000 will be required over 
a period of ten years for needed public buildings in Wash- 
ington. 

The report to be made to Congress by the Senate Investigat- 
ing Committee is viewed with alarm by those who have har- 
bored hope of a measurable degree of harmony of action in 
consideration of tax law changes. While in dissemination 
of advance information on the tenor of the report Senator 
Couzens has not indicated that any actual cases of bribery 
were discovered within the Bureau of Internal Revenue, he 
has stated that the evidence obtained during the investigation 
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discloses that, due to improper influences, many large tax- 
payers, especially corporations, have received too much con- 
sideration and that excessive refunds have been made. Senator 
Couzens holds that what has happened is really worse than 
definitely criminal knavery “because it is difficult to obtain 
punishment of Bureau employees who have given away hun- 
dreds of millions of dollars in Government taxes.” 


Transition of the Government’s functions from a war-time 
to a peace basis has resulted in reduction of the total number 
of Federal employees from 917,760 on November 11, 1918 (the 
peak of the war employment) to 564,718 on October 1, 1925. 
Of this number 63,756 were employed in the District of Colum- 
bia. According to the Washington Post, this is the smallest 
number of Government employees in the District of Columbia 
since 1916, but is the largest number employed in the country 
as a whole since July 31, 1921. A considerable part of the 
decrease in Federal employees at Washington has resulted 
from the decentralization of the Income Tax Unit. 


Delaware has the distinction of having the wealthiest income 
tax collector in the U. S. A. Governor Robinson has appointed 
Pierre S. DuPont, former head of the DuPont Company, as 
state collector of income taxes. The position will add $4,000 
a year to Mr. DuPont’s wealth, which is reckoned in terms 
of millions. 


The Los Angeles Chamber of Commerce has adopted as its 
principal tax revision proposal an increase in the rate dif- 
ferential between “earned and unearned income.” Resolutions 
adopted by the Chamber declare that “high taxes on earned 
income are practically equivalent to a capital tax on salaried 
people and wage earners,” and that “a more equitable dis- 
tribution of the load of taxes upon the citizenry is highly 
desirable and urgent.” The Chamber has asked all similar 
bodies in the United States to join in the movement for this 
reform. 


Perhaps the greatest resistance to cuts made by the Budget 
3ureau to reduction of Government expenditures to facilitate 
tax reduction has come from the army. It is therefore a 
queer circumstance, says the Wall Street Journal, that the 
bureau itself is manned to a great extent by former army men. 
General Lord, budget director, is a former army officer, though 
not a field officer. His assistants include generals, colonels, 
majors and other ranks. General Lord had control of War 
Department finances before becoming budget director and 
apparently has brought many of his former assistants to the 
present office. 


Extreme bitterness has been shown by some of opponents 
of the Federal estate tax in the hearings before the Ways 
and Means Committee. Represntative Garner took occasion 
to protest against veiled threats against Representative Green, 
chairman, because of his attitude on the Federal estate tax 
issue. Mr. Green, however, viewed the situation philosophi- 
cally and waived consideration of the personal attacks by 
saying that he was not concerned. 


Mr. Green numbers among those who believe it is impor- 

tant that there should be a uniform tax on estates in order 
that individuals of large wealth may not through ownership 
of tax-exempt securities and residence in a state levying no 
inheritance taxes escape paying their fair share of the cost of 
government. 
_ He has endorsed a number of the proposals incorporated 
in the plan presented by the National Committee on In- 
heritance Taxation, which was created by the Inheritance 
Tax Conference held in Washington last February under 
the auspices of the National Tax Association. This plan 
provides for continuance of the Federal estate tax for 
a period six years, which will give the states time to adopt 
uniform inheritance tax laws to eliminate multiple taxation and 
close the numerous means of escape from inheritance tax 
levies made possible by the difference in the applications of 
inheritance taxes in the various states. At the expiration of 
six years, according to this plan, the Federal Government 
would retire from the death tax field. Provision is made 
for a maximum Federal estate tax rate of 15 per cent, and 
more liberal extensions of time for payment of the tax would 
be made than under the law now in force. 
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Continuation of the Federal estate tax is favored by 
the Mortgage Bankers’ Association, which also urged the 
Ways and Means Committee to incorporate in the new bill 
to be drafted higher estate tax rates on the amount of tax 
exempt securities in an estate on other assets held. 


A severe reverse to the interests demanding repeal of 
the Federal estate tax was given by the announcement that 
President Coolidge favors retaining this form of levy as a 
source of Federal revenue. The President's conclusions 
were made after consideration of the arguments presented 
by a number of governors in favor of leaving the death 
tax field exclusively to the states. 

The ease with which state inheritance taxes may be 
avoided by reason of the lack of uniformity of the state 
laws has weakened the effect of the plea that elimination 
of the Federal estate tax is in the interest of the states 
where inheritance taxes are levied. 


In the interest of simplification of computation of in- 
come taxes, an interesting proposal has been made by 
Representative Bachrach, of New Jersey, member of the 
Ways and Means Committee. He advocates elimination 
of the distinction between normal and surtax rates by 
making a combination of the two sets of rates into one 
graduated scale of rates, which in fact would distribute 
the tax burden in the same manner as any adopted scale 
of normal and surtax rates. 


A proposal that the burden of proof be placed on the 
Government in all cases taken before the Board of Tax 
Appeals was made to the Ways and Means Committee by 
Edward E. Gore, of Chicago, appearing in behalf of the 
American Institute of Accountants. Such a procedure was 
declared impossible by A. W. Gregg, whose view was sup- 
ported by Charles B. Hamel, former chairman of the 
Board, and J. S. Y. Ivins, a former member. 


Opposition to change in the status of the Board of Tax 
Appeals has been stirred to action by the recommendation 
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to the Ways and Means Committee by Solicitor Gregg 
that the Board be given the power of a court. In this 
issue Mr. J. S. Y. Ivins, former member of the Board, 
proposes that the Board be given such powers and pre- 
sents supporting reasons. 


Cigar smokers probably concede that the world’s greatest 
epigram was enunciated by the late Thomas Marshall, ex-vice 
president, when he said: “What this country needs most is a 
good five-cent cigar.” It is now generally agreed in the tobac-* 
co industry that the pre-war ratio of cigar sales to consump- 
tion of cigarettes will not be restored until a smokeable 5-cent 
cigar has been made more generally accessible. As a means 
of enabling the old 5-cent favorite to be restored, a group of 
manufacturers have started a movement to have the Federal 
tax on cigars reduced. The cigar tax averages about $6.27 a 
thousand, they say, compared with $3 in 1917. Cigar con- 
sumption reached its peak in 1920, when over 8,700,000,000 
were produced, Last year, according to internal revenue fig- 
ures, cigar production had dropped to 6,900,000,000. The high 
tax on cigarettes has apparently not interfered with the pur- 
chase of cigarettes. Production of cigarettes last year totaled 
71,000,000,000, compared with 47,000,000,000 in 1920. Oppon- 
ents to reduction of the cigar tax will contend that the cause 
of the slump in cigar sales is due to a change in taste among 
smokers rather than added cost of cigars by reason of an 
increase in tax averaging a little over three-tenths of a cent 
per cigar. 


What high tariff Republicans choose to call tariff tinkering 
will not be permitted at the coming session of Congress if 
administration influence can prevent. W. R. Green, chairman 
of the Ways and Means Committee, has given reinforcement 
to the accepted position of the party leadership in announcing, 
according to press reports, that he is opposed to any attempt 
to change few or ‘many of the tariff rates and provisions. 
Nevertheless, the growing belief in financial circles that the 
change of this country from a debtor to a creditor nation 
justifies a modification of the high protection policy appears 
likely to assert itself in Congress within the near future. 
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American Bar Association Tax Revision 
Recommendations 
Continued from page 404 


Commissioner or the taxpayer may apply for review of the 
decision of the Board to the Circuit Court of Appeals of the 
United States within the Circuit where the taxpayer resides 
or carries on his business or the Court of Appeals of the 
. District of Columbia. The applicant should file with his 
application a transcript of the entire record and proceedings, 
including all the testimony taken, the finding of facts, the 
decision of the Board and accompany the same with his 
brief of argument. Such application should be filed ninety 
days after the Board’s decision is mailed to the taxpayer. 
Upon such filing of the application, transcript and argument 
the Court should cause notice thereof to be served upon 
the other party to the proceeding before the Board and 
should thereupon have jurisdiction of the proceeding and 
the questions determined therein and should have power to 
make and enter upon the pleadings, testimony and proceed- 
ings set forth in such transcript, a finding affirming, modify- 
ing or setting aside the decision of the Board. The findings 
of the Board shall be prima facie evidence of the facts there- 
in stated. If either party shall apply to the Court for leave 
to adduce additional evidence, and shall show to the satis- 
faction of the Court that such additional evidence is mate- 
rial and that there were reasonable grounds for failure to 
adduce such evidence in the proceedings before the Board, 
the Court may order such additional evidence to be taken 
before the Board and to be adduced upon the hearing in 
such manner and upon such terms and conditions as to the 
Court may seem proper. The Board may modify its find- 
ings as to the facts, or make new findings by reason of the 
additional evidence so taken, and it shall file such modified 
or new findings, which if supported by the testimony, shall 
be conclusive, and its recommendations if any, for the modi- 
fication or setting aside of its original decision, with the 
return of such additional evidence. The judgment and deci- 
sion of the Court shall be final except that the same shall be 
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subject to review by the Supreme Court upon writ of cer- 
tiorari as provided in Section 240 of the Judicial Code as 
amended by the Act of February 13, 1925. 

The decision of the Circuit Court of Appeals, or of the 
Court of Appeals of the District of Columbia, or the deci- 
sion of the Supreme Court of the United States, if the case 
is taken upon certiorari, should be final. Thereafter, the 
Commissioner shall take no action to recover more than the 
deficiency found due by a final order of the Court nor shall 
the taxpayer bring any action or proceeding in Court to 
recover any sum paid to satisfy the deficiency found due in 
the said final decision of the Court. 


Reasons for Recommendation: 


The present statute which calls for a proceeding in the 
District Courts by the party defeated before the Board 
seems to require a step backward in a proceeding that 
should be determined as quickly as possible. Preoccupied 
as they are, it is not to be expected that the District Courts 
would have the intimate knowledge of the taxing statutes 
possessed by the Board of Tax Appeals. Therefore, putting 
before the District Courts a question upon which the Board 
has already passed, is in effect, going from the informed to 
the uninformed for a decision. Where review is permitted 
by the Circuit Court of Appeals it means that the balancing 
judgment of that Court, a more generally experienced body 
than the Board of Tax Appeals, will be applied to decisions 
reached by the Board without the necessary delay incident 
to starting suit in the District Courts prior to appeal to the 
Circuit Court. The result will be a more prompt collection 
of the taxes that are due and a more definite settlement for 
the taxpayer of a question which may materially affect his 
entire business future. 


Limitations on the Bringing of Actions: 


I. Due to the impossibility of giving adequate considera- 
tion to complicated features of many cases pending before 
the Bureau of Internal Revenue, within the time provided 
by the statutes, the Commissioner of Internal Revenue has 
repeatedly been forced to call upon taxpayers to waive their 
right to have their taxes for any given year determined and 
assessed within a fixed time after their returns are due and 
filed. In order that a reciprocal period may be given the 
taxpayer to file a claim for refund or credit of taxes deter- 
mined, after such adequate consideration, to have been 
erroneously assessed or collected, it has been necessary to 
amend the Revenue Act of 1918 once, and the Revenue Act 
of 1921 twice. 

The filing of new waivers and the renewal of old waivers 
apparently continues to be a necessity for the Bureau of 
Internal Revenue. Obviously, the continued amendment of 
the Revenue Acts to secure a reciprocal extension of time to 
the taxpayer is an expensive and unnecessary process. There- 
fore, the following recommendation is made to your com- 
mittee for incorporation in the pending revenue legislation. 

Recommended.—That the next revenue act provide, with- 
out abridging the rights now given to taxpayers under the 
Revenue Act of 1924, particularly Section 281 (e) thereof, 
that: Wherever a taxpayer files a waiver of his right to have 
the tax determined and assessed within the period prescribed 
by the statute such taxpayer be given the right to file a 
claim for refund, or credit, respecting the taxable years 
covered by the waiver, within sixty days after the expiration 
of any such waiver or any renewal thereof; and that the 
Commissioner be empowered to allow such credit or refund 
claim in the same manner as though it had been filed within 
the normally prescribed period. 

II. There at present exists a possibility of interpreta- 
tion of Section 274 (b) of the Revenue Act of 1924 which is 
probably not intended. That section in dealing with the 
procedure for collection by the Commissioner after the 
Board of Tax Appeals has rendered its decision upon the 
deficiency, provides: 

“If the Board determines that there is a deficiency, 

the amount so determined shall be assessed and shall be 
paid upon notice and demand from the Collector. No 
part of the amount determined as a deficiency by the 
Commissioner but disallowed as such by the Board shall 
be assessed, but a proceeding in court may be begun, 
without assessment, for the collection of any part of the 
amount so disallowed. The court shall include in its 
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judgment interest upon the amount thereof at the rate 

of 6 per centum per annum from the date prescribed 

for the payment of the tax to the date of the judgment. 

Such proceeding shall be begun within one year after the 

final decision of the Board and may be begun within 

such year even though the period of limitation prescribed 
in Section 277 has expired.” 

Section 277 deals with the period of limitation upon assess- 
ment and collection of tax and the last quoted sentence from 
Section 274 (b) undoubtedly was intended to provide that in 
case an appeal be taken to the Board of Tax Appeals the 
taking of such appeal should adjourn the tolling of the 
limitation upon the Commissioner to make assessment and 
take proceeding to collect until one year after the final 
decision of the Board of Tax Appeals. 

The complaint is that Section 274 (b) goes further than 
this and not only interrupts the tolling of the limitation 
against the Commissioner but deprives the taxpayer of any 
rights that may have accrued to him under Section 277 be- 
fore his appeal is taken. Even if he pleads the limitation 
successfully to the Board and that body finds no deficiency 
is due either on the merits or because of the limitation under 
Section 277, the Commissioner may still bring his proceeding 
in court notwithstanding Section 277. Therefore, the fol- 
lowing is submitted: 


That Section 274 (b) of the 1924 Revenue Act be amended, 
retroactively, by adding thereto the following clause: 


“Provided, that this last provision shall not deprive 
a taxpayer who has appealed to the Board of Tax Ap- 
peals from any right which has accrued to him under 
Section 277 prior to his taking his appeal to such Board.” 


The same provision also occurs in the last sentence of 
Section 279 (b) of the Revenue Act of 1924 It is, there- 
fore, recommended that Section 279 (b) of the Revenue Act 


of 1924 be amended by adding the same clause thereto, 
namely: 


“Provided, that this last provision shall not deprive 
a taxpayer who has appealed to the Board of Tax 
Appeals from any right which has accrued to him under 
Section 277 prior to his taking his appeal to such Board.” 


What Should Congress Do With the Board 
of Tax Appeals? 


Continued from page 394 


Given a reasonable compensation and a long enough 
term of office, there should be no difficulty in secur- 
ing properly qualified men and retaining them in 
office. 

If the quality of the revenue agents, auditors, etc., 
who investigate and make the first determination of 
taxes, were higher, there would be fewer errors 
and fewer disputes. Adequate compensation to se- 
cure and retain the services of first class men should 
be provided. Treasury Department employees 
might be appointed under a rule providing that if 
they resigned before serving a stated time they 
would be ineligible to practice before the Depart- 
ment until after the expiration of that period. This 
would cut down the turnover of employees and re- 
tain valuable men in the service, without materially 
interfering with the supply of competent material— 
provided proper salaries were paid. 

There are some ways in which the burden upon 
the Board of Tax Appeals might be reduced. It has 
been suggested that appeals be limited to cases in- 
volving more than a fixed minimum amount. This 
would be well, provided it were made possible for 
the Board to consider cases which, although involv- 
ing small amounts of tax, would determine impor- 
tant principles. An intermediate body or the Solic- 
itor of Internal Revenue might be given authority 
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to authorize appeals in such cases, in the same way 
that intermediate courts are authorized to certify 
to the courts of last resort cases in which appeal 
does not lie as a matter of right. 

The present statute leaves some question as to 
the power of the chairman of the Board to create a 
division consisting of a single member or to author- 
ize a division of more than one member to proceed 
with business in the absence of all but one. The 
elimination of the intimation in paragraph (f) of 
Section 900 of the Act that divisions should have at 
least three members, would dispose of any doubts 
as to the chairman’s power and allow him to exer- 
cise judgment in the light of experience. It would 
make it possible for him, for example, to assign a 
single member to hear and decide cases involving 
very small amounts of taxes. A short-cause calen- 
dar could be formed of such cases, which could be 
disposed of expeditiously by a member who might 
dictate his findings from the bench and announce his 
decision forthwith without opinion, subject, of 
course, to review by the entire Board if directed by 
the chairman. I am inclined to believe that this is 
permissible and practicable under the present stat- 
ute, but in a new enactment it might easily be made 
unquestionably so. 

If the Board is to be recognized as a court, it 
should be given power to impose costs upon unsuc- 
cessful litigants. This would have a tendency to 
discourage frivolous appeals and appeals taken for 
purposes of delay, and thus both reduce the burden 
of work on the court and counsel for the Govern- 
ment and expedite the collection of the revenue. 
The allowance of costs against the Government 
would discourage ill-considered resistance of meri- 
torious appeals and would compensate the taxpayer 
in some small part for his expense in obtaining jus- 
tice. A small filing fee would tend to discourage 
the filing of appeals for purposes of delay, without 
appreciable damage to taxpayers whose appeals are 
meritorious. There are many cases in which, under 
the provisions of the different revenue acts, no inter- 
est is added to deficiencies upheld by the Board for 
the periods during which they are in litigation. A 
general rule that interest at 6 per cent would be 
added to all deficiencies upheld, computed from sixty 
days after the Commissioner’s determination to date 
of payment, would largely eliminate the taking of 
appeals purely for purposes of delay. . 
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Board Handicaps Enumerated 


The Board at present labors under several disad- 
vantages as compared with the courts. It has no 
power to enforce its own process. If a witness dis- 
obeys a subpoena of the Board, the party calling him 
must apply to the courts for process to compel him 
to appear or to punish him for non-appearance. This 
procedure is too cumbersome to be of any great 
value. Obedience to summary process should be 
compellable by summary and immediate action. The 
Board has no power to punish for contempt or to 
commit or hold a witness for perjury committed in 
its presence. All it can do is recommend to the 
District Attorney that he take the case to the Grand 
Jury. If the Board is turned into a court, these dis- 
advantages will be eliminated, and the change should 
assist in the expedition of business. 


The tribunal, whether board or court, subject to 
review by the higher courts, should have power to 
pass on the question of its jurisdiction over a given 
case. The present position of the Commissioner is 
such that he assumes to determine, whether he 
chooses, what the jurisdiction of the Board shall be, 
and without judicial review. The Board assumed 
jurisdiction in the Appeal of The Joseph Garneau 
Company. The Commissioner ignored its decision 
and proceeded with the assessment and collection of 
the tax he claimed. The taxpayer sought an injunc- 
tion on the theory that the law entitled him to await 
a determination of the Board before paying the tax. 
The Commissioner pleaded Section 3224 of the Re- 
vised Statutes, which provides that no injunction 
lies against the collection of a tax. The question is 
pending in the courts, conflicting decisions having 
been made in several district courts.* Congress 
might well dispose of this question in anticipation of 
the final decision of the Supreme Court, by modify- 
ing Section 3224, for if that section does not deprive 
the Board and the courts of the right to determine 
the Board’s jurisdiction no harm will be done in 
having it say so in plain terms, and if it does deny 
them that right it should be amended, for it is 
patently absurd to have the right to determine the 
jurisdiction of a tribunal vested in one of the parties 
to the litigations before it. 


*Emaus Silk Co. v. MecCaughn (E. Dist. Pa.), Fed. (2d); Oak Wors 
ted Miils v. McCaughn (FE. Dist. Pa.), Fed. (2d); The Joseph Garnea 
Co. v. Bowersr (So. Dist. N. Y.), Fed. (2d); Lafayette Worsted Co. 
(Dist. R. 1.), 6 Fed. (2d) 399. 
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d Co it service to your library regardless of what you may now have in the form of 
legal information, for it will place at your fingers tips the solution of 
legal problems arising in every day business. 


All legal forms necessary in any business transaction are fully given. 
There are no blank lines. Black face type is used where formerly only 
confusing blank lines were left to your imagination. 
Another important feature of this work is its wonderful cross-index under 
i simple commercial headings making it possible for the busy business man to 
: quickly find the laws and court decisions with their simple interpretations 
covering business transactions. 
Send for this wonderful law set today. It costs you nothing to examine it. 
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Examinations 
id 
A special class is being formed for 
students who desire coaching by corres- 
pondence for the May, 1926, C. P. A. State 
and Institute examinations. Students must 
enroll on or before December 15, 1925; 
study commences January 15, 1926, and 
continues for a period of sixteen weeks. 


The class will be limited to students who 
enroll before 


DECEMBER 15, 1925 
_The resident class in preparation for the New 
York State, January, 1926, examinations will begin on 
TUESDAY, DECEMBER 1, 1925 


at the Engineering Building, 25 West 39th Street, 
2. 
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NEW YORK CITY 
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Examinaticn of it costs you nothing and puts you 
under no obligation. You assume the risk, however, 
of being persuaded to take it on in place of some 
other or additionally, since it 


(1) is the equal of the most accurate 
(2) is the superior of any in scope 
(3) is not even approached by the best in 
logicality of construction and sim- 
plicity of arrangement 
An ALPHABETIC 1,000-page cross-referenced index to 
EVERY OFFICIAL authority on the subject, including the 


decisions of the Board of Tax Appeals. All references located 
easily and INSTANTLY. 


FREE EXAMINATION COUPON 


Income Tax Index Service, Inc. NIT-11-25 
9-15 Clinton Street, Newark, N. J. 


; Gentlemen: Please send me I. T. I. without obliga- 
tion on my part for examination. 
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Inheritance Taxation to Be Considered at 
National Tax Association Conference 


SPECIAL conference on inheritance and estate 

taxation will be held in connection with the 
eighteenth annual meeting of the National Tax 
Association at New Orleans, Louisiana, November 
9-13, 1925. 

The National Committee on Inheritance Taxation, 
created by the delegates in attendance at the In- 
heritance Tax Conference held in Washington, D. 
C., February 19-20, 1925, will make its report. The 
members of this committee are: F. A. Delano, 
Washington, D. C., chairman; William Bailey, 
Nephi, Utah; William B. Belknap, Goshen, Ky.; 
Fred R. Fairchild, Yale University, New Haven, 
Conn.; Mark Graves, State Tax Commission, Al- 
bany, N. Y.; Roy C. Osgood, First Trust & Savings 
Bank, Chicago, Ill.; Carl C. Plehn, University of 
California, Berkeley, Calif. 

An interesting program has been arranged, which 
will cover a wide range of taxation subjects. Among 
the papers to be presented are the following: Busi- 
ness Taxes and the Federal Constitution, Thomas 
Reed Powell, Professor of Law, Harvard; Tax Ex- 
empt Securities and the Surtax, C. O. Hardy, of 
staff of Institute of Economics, Washington, D. C.; 
Present Status of the State Income Tax as a Busi- 
ness Tax, Henry F. Long, Commissioner of Corpo- 
rations and Taxation, Massachusetts; The Present 
Status of Low-Rate Taxations of Intangible Prop- 
erty, K. M. Williamson, Professor of Economics, 
Weslyan University, Middletown, Conn. 


Party to Tax Evasion Denied Reward for 
Later Disclosures 
AYMENT of a reward of $6,000 to William J. 
Wall, former auditor for the Atlantic, Gulf & 

West Indies Steamship lines, for information dis- 
closing the company’s underpayment of taxes has 
been denied by Comptroller General McCarl. 

Wall claimed a reward on the ground that he was 
instrumental in the revelation that the lines had 
concealed taxable assets in returns for the years 1917 
to 1920, inclusive, which subsequently resulted in 
the levy of $9,913,841.86 in additional taxes and 
penalties. This figure was:later compromised, how- 
ever, and the Government accepted $2,631,000. 

The Bureau of Internal Revenue recommended 
that Wall be rewarded together with Miss Ethel 
I. Mason, a New York newspaper reporter, who 
gave information to the district attorney and 
brought about an investigation. According to the 
papers presented to the Comptroller General, Wall 
gave Miss Mason information concerning the con- 
cealment of assets for a newspaper article. 

Comptroller General McCarl ruled that Wall did 
not intend to give the information to the Govern- 
ment and, as a matter of fact, was a party to the 
conspiracy himself. Miss Mason received a $6,000 
reward some time ago. 


Inventories, Valuation of.—Determination by the Com- 
missioner involving inventories which have compensating 
effects upon succeeding taxable years will not be disturbed 
in the absence of convincing evidence of error.—Appeals of 
W. P. Weaver and R. L. Dunn. Dec. 795. 
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Application of Income Taxes to Insurance 
Company Reserves 
Continued from page 398 


Revenue has refused to recognize as required by 
law. If the life companies are entitled to have the 
net additions to these reserves deducted from gross 
income in the computation of their net income for 
the profits tax years, and should they also be entitled 
to the benefit of the deductions provided for under 
the 1921 and 1924 tax acts on account of such 
reserves, their Federal tax liability would be very 
substantially reduced for all of these years. 

The casualty and surety companies will also be 
interested in the court’s decision in the Boston case, 
for the reason that since the court held that such 
companies were entitled to have the net additions 
to loss claims reserves required by law deducted 
from gross, the Commissioner has required the re- 
turns for 1916 and the profits tax years to be com- 
puted on the accrued and incurred basis, but has 
refused the right to have policy losses deducted on 
the incurred basis. The requirement in regard to 
such losses, as contained in his Bulletin “H,”’ In- 
come Tax Rulings Peculiar to Insurance Companies, 
is as follows: 

Since the unpaid losses and claims are included in the total 
reserves, the net addition to which is deducted from gross 


income, no accrued losses will be permitted as a deduction 
from gross income under this item. 


If the Supreme Court upholds the right of fire 
insurance companies to have their net addition to 
loss claims reserve funds deducted from gross in- 
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come, in addition to their incurred losses, casualty 
and surety companies will also be entitled to the 
same right under the law, which, in most cases, 
will be exceedingly helpful to them. 

The decision of the Boston case by the Supreme 
Court of the United States should also aid in deter- 
mining the question raised in New York Life Insur- 
ance Company v. Edwards, regarding the deduction 
from gross income of the net addition to reserve 
funds required to be maintained by that company 
on account of its so-called Nylic contracts. 


Corporations Paid Nearly a Billion Dollars 
of Income Tax for 1923 


EVENUE from the income tax on corporations 

for the year 1923 was the highest since 1920, 
notwithstanding that no excess profits tax was 
levied. 

Final statistics disclose that total net taxable 
income of corporations for 1923 aggregated $8,321,- 
529,134, comparing with $6,963,811,143 in 1922, 
$4,336,047,813 in 1921, $7,902,054,813 in 1920, $9,411,- 
418,458 in 1919, and $8,361,511,249 in 1918. The 
total tax paid by corporations for the year 1923 was 
$937,106,798. In the previous five’ years the tax 
paid was: 1922, $775,310,154; 1921, $701,575,432; 
1920, $1,625,234,643 ; 1919, $2,175,341,578; 1918, $3,- 
158,764,422. 

While the net taxable income of corporations was 
higher in 1917, 1918 and in 1919, the gross income of 
corporations for 1923 exceeded that of any preceding 
year. Gross income in millions of dollars for the 
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HIS revised edition is rewritten, enlarged 
Tine contains analyses of the many cases 

which have appeared since the first edition. 
An entire new chapter on the Police Power, 
and attempted application of corporation laws; 
many new sections regarding the management 
of trust estates, the proper drafting of declara- 
tions and agreements of trust; reprints of legis- 
lation, and additional exhibits of approved 
forms and precedents. 

The work shows in what manner and how 
supported by legal authority a trust estate may 
have transferable shares, exemption of share- 
holders’ liability, continued existence and safe 
management. 

The standing of the trust estate with ref- 
erence to taxation and the doing of business 
on a basis of common right, without hindrance 
from discriminating statutes, is carefully dis- 
cussed. 


The First Edition Has Been 
Cited in Nearly Every 
Discussion of the Subject. 
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years 1917-1923, inclusive, was as follows: 79,540, 
79,706, 88,261, 93,824, 60,051, 80,331, 97,457. 

As compared with 1922, the returns for 1923, 
including personal returns, show an increase of 
910,840, or 13.42 per cent, and an increase in total 
net income amounting to $3,503,924,834, or 16.42 per 
cent, but a decrease of $197,405,803, or 22.93 per 
cent in the total tax. The total tax paid by corpo- 
rations and individuals was $1,600,758,303. The 
tax (personal and corporation) for prior years was: 
1922, $1,044,833,576; 1921, $1,420,962,538 ; 1920, $2,- 
700,288,329; 1919, $3,444,971,082; 1918, $4,286,486,- 
257; 1917, $2,833,938,723. 


Arbitrary Adjustment of Property Values 
to Reduce Taxes Upheld by Court 


TAXPAYER is justified in law in placing 
A upon his merchandise a low or inadequate 
price as an inducement to obtain a market for his 
less salable good will, even though the transaction 
results in avoiding taxes that might otherwise be 
imposable, according to the decision of the United 
States District Court, N. D. of Ohio, in Harold W. 
Fraser, Executor, Estate of Wm. T. Hubbard v. 
Charles H. Nauts, Collector. 

The revenue law of 1918 recognized good will, 
as its value was ascertainable as of March 1, 1913, 
to be a species of property subject to transfer by 
sale tax free. Under these circumstances a sale 
of a hardwood lumber yard was made to the Willys- 
Overland Company for a consideration of $525,000, 
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A Law Course for Accountants 


HERE IS A PRACTICAL SPARE-TIME LEGAL TRAINING PROGRAM 
FOR ACCOUNTANTS AND OTHER BUSINESS AND PROFESSIONAL MEN 


HE field of business venture 
which comes under the examina- 


tion of the accountant in modern 
practice has become so broad that a 


thorough knowledge of law and 
equity is well nigh indispensable. 

In an address before the ninth 
annual meeting of The American 
Association of University Instructors 
in Accounting, Mr. Edward E. Gore, 
Cc. P. A., of Smart, Gore & Com- 
pany, and a former president of the 
American Institute ‘of Accountants, 
said in part: 


“***The modern tendencies of account- 
ing practice are such as***call for train- 
ing in the law in directions that have 
heretofore failed of recognition. This 
tendency suggests the desirability of ex- 


tending the courses provided for the primary education of 


the public accountant***, These courses of study are al- 
most entirely of a legal nature. ***It is certain that both 
the accountant and the lawyer now need to know more 


about each other’s profession than has ever been the case 
before.” 


Law Training of Value in Practice Before 
Board of Tax Appeals 


In the first 401 cases appealed to the U. S. Board of Tax 
Appeals, clients were represented by attorneys in 60 per cent 
of the cases and by certified public accountants in only 20 
per cent. The lawyers were completely successful in 22.6 
per cent of their cases and partially successful in 27.7 per 
cent, while the accountants were completely successful in only 
17 per cent of the cases they handled and partially success- 
ful in 30 per cent. 

The preponderance of attorneys in this class of work and 
their greater success may be ascribed to their more complete 
knowledge of legal practice and procedure, and the law of 
evidence. Certainly, therefore, a thorough study of these 
and attendant phases of law by accountants is worthwhile. 


Adopt This Program 


Accountants and others who wish to extend their knowl- 
edge of law can get, where residence study is impractical, 
the training they need through the spare time legal training 
program offered by the Blackstone Institute, Inc. 

The Institute offers two splendid law courses. One deals 
with commercial law exclusively while the other (the 
Graduate Course), in addition to the usual business law sub- 
jects, also covers the field of Adjective Law. This course 
contains sufficient instruction in law to pass the legal examina- 
tion for the bar, and graduates are awarded the LL. B. degree. 

Among the subjects covered in the Graduate Course are, 
Evidence, Pleading in Civil Actions, Practice in Civil Actions, 
Equity Pleading and Practice, Interpretation of Statutes, 
Courts—Organization, kinds and classifications, Bankruptcy, 
State and Municipal Taxation, Wills and Estates, Real 
Property, Landlord and Tenant, Private Corporations, 
Partnership, and forty-six other subjects. 


Prepared by Leading Authorities 


The Blackstone Course is the product of 80 of the most 
eminent legal authorities in the United States. Included 
in the list of authors are Chief Justice William Howard 
Taft and Associate Justice George Sutherland of the 
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United States Supreme Court, and the 
deans of eight of the leading resident law 
schools of the country. 


Complete Law Library 


Accompanying the course, is a_ big, 
handsome 25-volume _ library, Modern 
American Law, cited as “M.A.L.” by state 
supreme courts and by the United States 
District Court. This is recognition which 
has not been extended to any other non- 
resident law school. M.A.L. is furnished 
to the student complete at the time of en- 
rollment and serves immediately as a 
reference work on the entire field of 
modern day law. 


Other Attractive Features 


The study of the text and case books 
which comprise the M.A.L. library is 
directed by a series of lesson assignments 
mailed at regular intervals. Problems are 
provided, the solutions of which may be 
worked out and submitted to the Institute 
for correction, criticism and grading. 

There is also a series of 36 handy bulletins containing 350 
illustrations of transactions representing “pitfalls” in busi- 
ness. They are classified by subject such as Contracts, Com- 
mercial Paper, etc. The governing principle underlying each 
transaction is pointed out and the correct forms and proper 
methods to employ are indicated, thereby eliminating study 
and preventing litigation and financial loss. This is an ex- 
clusive Blackstone feature, 

Unlimited consultation service is given by the Institute’s 
legal staff upon any matters arising from the reading of 
the course. Instruction in the State statutes is also given 
upon request. 

An average of half an hour a day will keep the study 
schedule up-to-date. The tuition fee is moderate and covers 
the cost of all material and service. Liberal deferred pay- 
ments are allowed. 


Write for Details 


The complete story of the Blackstone Legal Training 
Course and Service is given in an attractive 128-page book, 
The Law Trained Man. A copy will be sent free upon 
request. 


~ Use the coupon below, or if you prefer, send a 
post card request. Remember, there is absolutely 
no obligation. Address Dept. 347, Blackstone 
Institute, Inc., 4753 Grand Boulevard, Chicago, Ill. 


Blackstone Institute, Inc. 


Dept. 348, 4753 Grand Blvd., Chicago, IIl. 
Please send me by mail and without obligation a 
copy of your 128-page book The Law Trained 
Man and details of your law course and service. 
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which, according to the written contract of sale, 
represented $100,000 for good will, $250,000 for 
lumber and $175,000 for a lease. Although the 
contract required the vender to cease doing business 
as an individual, the terms thereof were not en- 
forced, the vender having subsequently carried on 
business at the old location. Moreover, the Govern- 
ment contended, and the court agreed, that the lum- 
ber was undoubtedly worth more than $250,000. 
The Willys-Oveland Company never in any way 
used its purchased good will interest. 

Although the Court recognized the Government 
was in a position to question the faith of the trans- 
action, because of its taxing interest, yet, says the 
memorandum opinion, presumptions run strongly 
in favor of the contract as an expression of the 
actual intent of the parties, and an exhibition of 
what in fact was done, the execution being shown. 

With reference to what constitutes fraud against 
the Government where special action is taken to 
minimize tax liability the Court said: 

A device to avoid the burden of revenue acts may be resorted 
to, if effectuated by legal means. United States v. Isham, 17 
Wall. 496; Therefore, after all, the inquiry is not as to the 
object, but of the legal sufficiency of such means. In this 
inquiry inquiry enters in behalf of plaintiff’s position the estab- 
lished rule that the provisions of the taxing statutes may not 
be extended by implication beyond the clear import of the 
language used therein, nor may the operation of statutes be 
enlarged so as to embrace matter not specifically pointed out 


and the further principle that doubts upon these questions are 


to be resolved against the Government. Gould v. Gould, 245 
wo. 5. BA. 


The Nation’s Pocketbook 
Continued from page 396 

out, they complain of the high cost of government. 

I recommend the cooperation of the people, either 
through organizations or otherwise, with those of 
their officials who are inclined to give an eco- 
nomical administration of public affairs. They can 
cooperate either as individuals or as organizations 
and in the creation of decent public sentiment in 
favor of economy in government they can present 
their views to those who are responsible for the 
conduct of the Government. Their views will be 
welcomed. They are invited to present them, as 
far as this section of the Government goes, and to 
the extent that it is possible to act upon them they 
will receive consideration. 

This kind of cooperation throughout the country 
among the people with the officials will bring about 
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economy in government, reduction in taxes, more 
contentment, more employment, more development 
of industry and happiness in the homes. 


Regulations Governing Depreciation Basis 
for Leaseholds Amended 


|* conformity with the decision of the Board of 
Tax Appeals in the Appeal of Grosvenor Atter- 
bury, in which the March 1, 1913, value of a lease- 
hold was held to be a proper basis for depreciation, 
Treasury Decision 3414, has been amended by 
Treasury Decision 3760 to read as follows: 

A lessee is entitled under the Revenue Act of 1916, 1917, 
1918 and 1921 to an allowance for the exhaustion of a lease 
used in trade or business based on the value of the lease as 
of March 1, 1913, if acquired prior thereto. In case of a lease 
acquired by purchase subsequent to March 1, 1913, for use 
in trade or business, the purchaser may take as a deduction 
in his return an adequate part of the amount paid for the 
lease based on the number of years the lease has to run. 


States Find Gasoline Tax a Fruitful 
Source of Revenue 
HE prolific yield of the gasoline taxes levied 
in forty-four of the forty-eight states and in the 
District of Columbia is leading to a demand in the 


‘remaining four states, especially in New York, for 


the adoption of that form of taxation for improved 
road construction and maintenance. The only states 
in which a gasoline tax is not levied are New York, 
Massachusetts, New Jersey and Illinois. 

Total revenue from gasoline taxes for the year 
1925 is expected to closely approach $140,000,000. 
Aggregate gasoline tax receipts since 1919, showing 
the rapid increase in the number of states levying 
the tax follow: 

Year Number States Levying Tax Gross Receipts 

1924 35 $79,734,490 
1923 36,813,939 
1922 11,923,442 
1921 5,302,259 
1920 1,475,136 
1919 553,987 

A report of the Bureau of Public Roads of the 
Department of Agriculture shows that at June 30, 
1925, there were 17,716,709 motor vehicles registered 
in the United States, an increase over 1924 of 13.9 
per cent. Of this number 15,519,647 were passenger 
cars and 2,114,750 were motor trucks. 
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MISCELLANEOUS COURT 
DECISIONS 


Capital Stock Tax.— The Revenue 
Acts of 1918 and 1921 make the fair 
average value of a corporation’s capital 
stock for the preceding year ended June 
30 the basis of the capital stock tax. 
The construction given to the law by the 
Treasury Department in taking into con- 
sideration only the value of the stock at 
June 30 was held to be in error. United 
States District Court, S. D. of New York 
in One Liberty Street Realty and Secur- 
ities Corporation v. Frank K. Bowers, 
Collector. 


Collection of Taxes.—Reversing the 
Superior Court, the Appellate Court, Ist 
District, Illinois, in Reinecke, Collector, 
v. General Combustion Company held 
that claims for United States income 
taxes against a corporation may be pre- 
sented at any time before the pendency 
of state receivership proceedings and be- 
fore the assets are distributed. 


Excess Profits Tax, Application of.— 
A partnership which carried on a busi- 
ness solely with borrowed money had 
no invested capital as defined in Sec- 
tion 207 of the Act of 1917 and was 
subject only to the normal tax under 
the provisions of Section 209 and not 
to any excess profits tax, United States 
District Court, N. D., Texas, Dallas 
Division, in Sheppart W’. King v. George 
C. Hopkins, Collector. 

Constructive Receipts—A _ distribu- 
tion by a corporation to the sharehold- 
ers takes place when the declaration of 
the dividend is made and not when the 
dividend is paid. The amount of the 


dividend, after the declaration, becomes 
the property of the shareholder. Divi- 
dends declared January 24, 1917, and 
prior thereto, could not have been from 
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“accumulated undivided profits or sur- 
plus” of that year and must be taxed 
to the stockholder at the 1916 rates un- 
der Section 31 of the Act of 1916, al- 
though received as late as July 2, 1917. 
Section 31 of the Act of 1916 distin- 
guishes between the year in which the 
shareholder receives payment of the in- 
come and the year in which the corpora- 
tion shall have accumulated undivided 
profits or surplus from which the divi- 
dend was paid. The shareholder is to 
include it as a part of his annual income 
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for the year in which it is received. It 
is to be taxed, however, at the rate pre- 
vailing during the year in which it was 
accumulated. District Court, Ohio, N. 
D., in F. H. Mason v. C. F. Routzahn. 





Tax Claims.—The referee in bank- 
ruptcy may not limit the time prior to 
final distribution in which the Govern- 
ment may file claims for taxes. United 
States District Court, N. D., Illinois, in 
In re Bates Machine & Tractor Com- 
pany, Bankrupt. 
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Revenue From Income Taxes in France on 
the Decline 


HE fiscal difficulties of France have been aug- 

mented by the prospect of declining productive- 
ness of the income tax levies. Revenue from direct 
taxes on income during September was 238,000,000 
francs less than that for September, 1924. For the 
nine months ended on September 30, direct taxes 
yielded 3,100,000,000 francs. For the corresponding 
period last year government receipts were 3,200,- 
000,000 francs. 

On the other hand, revenue from indirect taxes is 
greater than in the previous year. Collections in 
September from this source amounted to 1,869,000,- 
000 francs; they were 1,920,000,000 in September, 
1924. The indirect tax collections for the nine 
months were 18,994,000,000 francs, as against 18,- 
791,000,000 francs in the corresponding period of 
last year. 

Treasury Deficit Upsets Hope of Tax 

Reduction in Great Britain 

AX reduction hopes in Great Britain, which 

had been fostered by revenue estimates of the 
Chancellor of the Exchequer Churchill for the fiscal 
year ended March 31, next, have virtually been 
blasted by the fiscal report for the first six months 
of the current fiscal year, which shows a deficit of 
approximately $175,000,000. 

Receipts amounted to 343,934,735 pounds and ex- 
penditures totaled 379,906,760 pounds, leaving a 
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By JOHN H. SEARS, of the New York City Bar 


Author Sears’ “Trust Estates,” “Trust Company Law,” Etc. 


SAVING Tie: purpose of this book is FIRST, to point out funda- 


mental differences between methods of avoiding or reduc- 
ing taxes which may safely be regarded as effective 
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deficit of 35,972,025 pounds. The revenue shows a 
decrease in the half year of 4,574,600 pounds and 
expenditure an increase of 19,514,765 pounds. The 
last quarter of the financial year, however, is the 
heaviest revenue-collecting period, and the final 
figures may be better. 


For a New National Organization 
Dear Sir: 


For the promotion of better standards of tax practice, it 
has occurred to me that the time is ripe for the formation 
of a national organization of income and estate tax consult- 
ants, somewhat along the lines of the American Institute 
of Accountants and other like organizations. 

Thé, organization of such a body, with state branches, 
fortified by licenses for duly qualified practitioners, it seems 
to me, would be a salutary innovation. It would remove the 
present objection of the Board of Tax Appeals to the admis- 
sion of duly qualified tax counsellors before the Board, in 
cases where such advisers are not members of the bar of 
some state, or certified public accountants. 

Under present conditions, the Board is not properly open 
to adverse criticism because of the restrictions now in 
force. These restrictions, and the Board’s reasons for 
imposing them, simply point in the direction of the proposal 
I am herein making. The adoption of a code of profes- 
sional ethics, the establishment of a disciplinary organiza- 
tion, national in its scope, and the raising of the standard 
of professional attainments among those who specialize 
in rendering tax service, must come sooner or later. 

A general expression of opinion through this magazine 
on this important matter would be of timely interest. Every- 
one in favor of such an organization should write to the 
editor of the National Income Tax Magazine, with sug- 
gestions as to how concerted action may best be effected. 


Very truly yours, 


Medford, Oregon. ALAN BRACKINREED. 
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and lawful, as distinguished from forbidden evasion, and 
SECOND, to furnish synopses of all tax systems, State and 


Federal, showing requirements for Assessments, Returns, 


aS Rates, Exemptions, Deductions, Collections, Penalties, ete. 


Seen | 
————————_—— | 


Mr. John H. Sears, author of Sears’ ‘‘Trust Estates,’’ 
‘*Trust Company Law,’’ etc., has given legal advice on tax 
problems for years. His great accumulation of legal informa- 

tion on this topic is now offered the profession 
in practical form, fully annotated. 
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SYSTEMS 
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Send coupon today! 


120 Broadway, New York, N. Y. 


Please send, prepaid, ‘Sears on Mimimizing 
Taxes,” Buckram, for which I enclose $8.00. 


Large business concerns find it profitable to 
employ legal tax experts to put into effect tax 
saving methods, which, like devices for reducing 
insurance premiums, put money in the bank. It 
is equally profitable for every taxpayer, and is 
now made possible through the use of Sears on 
MINIMIZING TAXES. 
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You Can Use 


AT LEAST THREE OR FOUR OF THESE 


New Books on Modern Business 
with profit 


(These are University of Chicago Publications) 
Mail Orders to Business Book Concern 


230 S. Clark Street, Chicago 


MANAGERIAL ACCOUNTING, Volume I. 
By J. O. McKinsey—$4.00, postpaid $4.15. 
Professor McKinsey’s idea is that all business executives, actual or 
potential, need a basic knowledge of accounting—that such a 
knowledge will help them solve their problems of administrative 
control. This is the first book to approach accounting from the 
manager’s point of view as well, and the author has had this in 
mind, too, in writing his text. It is as valuable, therefore, to the 


actual or prospective professional or private accountant as to the 
manager. 


MANAGERIAL ACCOUNTING, Volume II. 
By J. O. McKinsey—about $4.00 net. (In Preparation.) 


Volume II, continuing the presentation of accounting as a means 
for solving administrative problems, deals with personnel admin- 
istration and financial control. With Volume I, it is a long stride 
toward correlating the business curriculum into a coherent whole. 


PRINCIPLES OF ACCOUNTING, 
By Albert C. Hodge and J. O. McKinsey— 
$3.00, postpaid $3.10. 


The needs of the business executive rather than those of the 
accountant have been considered in the preparation of this book. 
It is dsigned to give a working knowledge of the fundamental 
principles underlying the gathering, analysis, and interpretation 
of accounting data; and an understanding of the technique em- 
ployed in gathering these facts and in preparing the more generally 
used accounting reports. The principles of accounting are dis- 
cussed primarily in terms of their function as administrative aids 
to the business manager. 


RETAIL ACCOUNTING AND CONTROL, j 

By Albert C. Hodge—about $3.00 (in preparation). 
Retail Accounting and Control is a subject that has recently been 
brought into prominence by the rapid increase in size of the 
typical retail business. It is ,for many, a new field with its own 
special problems. For those in the accounting field Mr. Hodge 
has prepared this book, the only one to consider records, forms, 
and procedure in collecting information needed. The use of cost 
statistics and other statistical aids to the control of the retail 
business is emphasized. 


THE FINANCIAL ORGANIZATION OF SOCIETY, 
By Harold G. Moulton—(revised edition)— 
$4.00, postpaid $4.15. 


“Unique in the literature of finance.’’ So thorough and complete 
has been Professor Moulton’s revision that this book now formu- 
lates a new approach to the study of the whole financial structure. 
This volume gives the business man a thorough understanding of 
the economic services performed by the various forms of financial 
institutions and agencies. Emphasis has been placed upon the 
part played by financial institutions in furnishing fixed and working 
capital for business enterprises. 


THE USES OF BANK FUNDS, 
By Waldo F. Mitchell—$2.00, postpaid $2.10. 


Interpretative rather than descriptive of the newer practices of 
banks. Since the discussion is based largely on reports which 
bankers have made of their own businesses, this work will be of 
practical service to those who have to do actual bank management. 
Mr. Mitchell writes interestingly about such topics as the national 
bank and the reserve bank liquidity in crisis and depression, bank 


failures and their significance, rural credit legislation and super- 
visory influences of banks. 


BUSINESS CASES AND PROBLEMS, 
By Leon C. Marshall and Others. Bound in one vol- 
ume, $3.00, postpaid $3.15. 
The cases cover a wide field from problems of marketing to labor 
questions and will be of value to the business man who can profit 
by studying the settlements of actual business cases and problems. 
For more than a decade these cases and problems have been 


developing at the University of Chicago and are now offered in 
one volume. 


PRINCIPLES OF BANKING, 
By Harold G. Moulton—$2. 50, postpaid $2.60. 


Exactly the same material as is contained in the second part of 
“Principles of Money and Banking,” bound separately. 





MUNICIPAL BUDGET-MAKING, 
By R. Emmett Taylor—$2.50, postpaid $2.60. 


In recent years progress has been made in the establishment of 
more useful systems of municipal accounts. Mr. Taylor has ex- 
amined quite thoroughly all the recent data available from actual 
municipal reports, and has incorporated in this book all the recent 
changes that have been made in municipal budgeting in the United 
States. 

In a foreword, Professor J. O. McKinsey says, “His discussion of 
this subject is based on an extensive investigation of the methods 
now employed by a number of the more progressive cities of the 
United States, and he also outlines the developments which he 
thinks should grow out of the present methods. This book, there- 
fore, should be of very great value to the taxpayer who is inter- 
ested in obtaining knowlege of how mvnicipal expenditures may 
be controlled and consequently municipal .axes reduced.” 


THE MANAGER’S ADMINISTRATION OF FINANCE, 
By Stuart P. Meech—about $4.00 (in preparation). 


For problems of financial management this text is a comprehensive 
analysis of the administration of finance in the light of conditions 
imposed by the structure of industrial society. For the actual 
financial executive Mr. Meech analyzes such practical problems as 
capital requirements for new projects and extensions; calculation 
of requirements for working capital; seasonal problems and budget 
making; questions of stock, bond, and note issues; adjustment of 
financial plans to the movement of the business cycle; and 
emergency financing. Mr. Meech has gone into every phase of the 


financial manager’s task, particularly the ways and sources for 
raising funds. 


BUSINESS ADMINISTRATION, 
By Leon-Carroll Marshall—$4.00, postpaid $4.12. 


This volume shows the outstanding features of the executive’s work, 
and makes clear the interrelationships of the various functions 
existing within the business unit. BUSINESS ADMINISTRA- 
TION, by the discussion of method, with questions, problems, 
and cases, acquaints the business man with the three broad prob- 
lems of all business; the establishment of policies with the setting 
up of goals; the planning of an organization to carry out these 
policies; the operation of the organization. 


LAW AND BUSINESS (in three volumes), 
By William H. Spencer—$4.50 each, postpaid $4.62 each. 


A complete text for the study of business law, this three-volume 
work gives that knowledge of law which is necessary to the modern 
business man. Introducing the whole field of law, the study of 
these texts give a working knowledge of legal phraseology ; a 
practical grasp of the legal devices which business men use in the 
administration of their affairs, and a knowledge of those rules of 
law within which business policies must be carried out. 


PRINCIPLES OF MONEY AND BANKING, a Series 
of Selected Materials with Explanatory Introductions. 
3y Harold G. Moulton—$4.00, postpaid $4.15. 

Covering the principles of money and banking in an elementary 
way, this book gives a thorough understanding of the present 
system and its development. It will be found of particular value 
as a reference of financial history. In addition to the usual treat- 
ment of commercial banks, including the operation of the federal 
reserve system, analysis is made of the principles of agricultural 


credit, numerous types of co-operative banking ageycies, savings 
and investment institutions. 


UNFAIR COMPETITION, 
By W. H. S. Stevens—$1.50, postpaid $1.60. 


Mr. Stevens has made a_ study of certain practices with some 
reference to the trust problem in the United States. He examines 


twelve methods of competition selected from the practice of modern 
corporations and trusts. 


HOW TO WRITE BUSINESS LETTERS, 


By John A. Powell—$1.50, postpaid $1.60. (Quotations 
on quantities for office use.) 

A practical manual for the man who dictates letters and for the 
stenographer who transcribes them. This book is intended to give, 
first, suggestions for effective dictation, and, second, hints of how 
good letters may be properly transcribed. 


Simply tear out this page, checking the volumes you wish sent you and pin to your letter head, or write 
us listing books desired and we will promptly do the rest, billing you with shipment. 


BUSINESS BOOK CONCERN 


230 SO. CLARK ST., CHICAGO, ILL. 
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Keep Abreast of Changing Conditions 
and Modifications in Federal 
Jurisprudence 


The vast development of the Federal law year by year, so that it is becom- 
ing honeycombed with exceptions, overgrown with refinements and elaboration, 
and increasingly more difficult for the human mind to grasp and apply, has 
created a universal demand for 


SHEPARD’S UNITED STATES CITATIONS 


and its companion volume 


SHEPARD’S FEDERAL CITATIONS 


The present uncertainty of the law is not so much due to conflicts between 
the decisions and statutory enactments as it is to the confusion and conflict of 
the legal character and differences of opinion as to the correct statement of the 


fundamental principles and their application towards the solution of the more 
difficult problems at hand. 


THE TEST OF JUDGE-MADE LAW 


This simple element in the exclusive development of legal citations for more 
than half a century accounts for the indispensable value and application of 
Shepard’s Citations. Only the complete history of a judge-made law, created to 
settle actual controversies, which have been established in litigations between 


opposing counsel, possesses the vitality to meet and deal with new situations in 
a changing social order. 


—- SHEPARD’S CIT ATIONS Incorporated 


1900 
Published by 


THE FRANK SHEPARD COMPANY 


76-88 Lafayette Street New York 
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Ever Offered 


This wonder- 


$3.00down. Tendays'’ free trial and the easiest monthly 
payments, shipped direct to you from our big factory. 


A d t’ 
The Greatest Typewriter Bargain 
DOWN Right now we are making you the greatest typewriter 
TR A = 
offer you ever dreamed of—an eye opener. 
ful standard Shipman-Ward Rebuilt Underwood only 


Ten Days’ Free Trial 


Yes, only $3.00 down puts this genuine 
late model Shipman-Ward — Rebuilt 
Underwood in your home. You can 
try it, test it, and then decide. See for 
yourself how new it is, how it writes. 
You must be satisfied. Your $3.00 un- 
conditionally returned if at the end of 
ten days you are not satisfied. The en 
tire transaction will not cost you one cent. 


Easy Monthly Payments 


Little more than rental. Balance of 
payments so small you will hardly not’ -e 
them, while you enjoy the use of this 
wonderful machine. You don't have to 
scrimp and save to pay cash. All at a 
big saving to you. 


Five Year Written Guarantee 


With every typewriter we give a writ- 
ten guarantee. These machines are 
rebuilt like new by the famous SHIP- 
MAN - WARD PROCESS. Equipped 


with late improvements. You can’t tell 
them from a new machine. The world's 
standard typewriter, the same models as 
sold by the Underwood Typewriter Com- 
pany today, at a big saving to you. Act 
Now! Get this splendid offer and save 
money. 


Free Book of Facts 


Write for this free book of facts explain- 
ing Shipman-Ward’s wonderful system 
of rebuilding typewriters. We show you 
exactly how it’s done. How you are able 
to buy them. Complete and valuable 
information about the typewriter indus- 
try, both instructive and educational. 


ACT NOW! 
Free with Every Typewriter 


A complete course in touch typewriting 
You don’t have to know how to operate 
a typewriter. You can learn to operate 
this machine in one day. We also give 
free a waterproof cover and all tools that 
come with a typewriter. 


Mail this coupon today. 


SHIPMAN-WARD MFG. CO. 


1142 Shipman Bldg., Chicago, IIl. 


Montrose and Ravenswood Ave. 


THE NATIONAL INCOME TAX MAGAZINE 


From Factory to You 


These machines are shipped direct from our factory 
the largest typewriter rebuilding plant in the world 
They are rebuilt by the famous SAIPMAN-WARD 
PROCESS. Developed through 30 years in the type- 
writer business. Through our money saving methods 
of rebuilding and elimination of a large expensive 
sales force we are able to make this wonderful money 
saving offer to you. ACT TODAY, take advantage 
of it and you will save money. 


ASS Ay othe 


All Shipments made direct to you from our modern factory 
—the largest typewriter rebuilding plant in the world. 


id ae - 10] 0) Gore) Ute), | 


Shipman-Ward Mfg. Co. 
1148 Shipman Bldg. 
Montrose and Ravenswood Aves., Chicago 
Send by return mail your wonderful offer of 
Shipman-Ward Standard Rebuilt Underwood, also 


your Free book of facts. (This is not an order and 
does not obligate me in any way.) 
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The Office Equipment Industry 
Now Offers /ts Cooperative Catalogue 


~ to save your time in buying 


“There are many adding machines made. 
Which one best fits my needs?” 


“Can't we find a betier system for keeping 
our cost records?” 


“‘What kind of a filing cabinet do we want 
and who makes it?” 


These are everyday questions. When they 
arise the average executive is in a quandary. 

Writing to all the makers he can think of 
involves both inconvenience and delay. Trust- 
ing to meagre catalogue files or the advice of 
friends often means incomplete information. 


N a spirit of service to those executives 

who are responsible for the efficient han- 
dling of business routine the leading office 
equipment manufacturers have cooperated 
to produce the OFFICE EQUIPMENT 
CATALOGUE. 

Not a catalogue, really, in the accepted 
sense of the term. For a cooperative cata- 
logue is not primarily sales literature. It 
is a sincere effort to picture and elucidate 
clearly—in condensed form—the many dif- 
ferent types of Devices, Supplies, Equip- 
ment and Services that contribute to modern 
office efficiency, and the better systems that 
can be effected through their application. 

It is standardized as to style. Ali general 
claims, exaggerated statements and display 
material are excluded. A complete classified 


directory and index of products is included. 
Bound into one handy volume for convenient 
reference, Office Equipment Catalogue is a 
huge file of individual catalogues, abstracted, 
indexed and assembled within the covers 
of a single book. 

Here, for instance, you will find a con- 
cise description of the different types of 
visible card records and the advantages each 
can offer to the problem in hand. In an- 
other section you will find accounting ma- 
chines, or filing equipment or loose leaf de- 
vices. And every statement is authoritative 
—written by the manufacturer and edited 
by a committee appointed by the National 
Association of Office Appliance Manufac- 
turers. Even a section of business books 
and publications has been added—and one 
covering office management specialists, busi- 
ness engineers and business services. 

In its attractive leatheroid binding, Office 
Equipment Catalogue can become your per- 
manent reference work on office equipment 
and systems. The coupon will bring your 
copy of the enlarged Second Edition. Ex- 
amine it carefully. If it will perform the 
service in your office for which it was in- 
tended remit the production cost of $3.00. 
Otherwise return it at our expense. 





1 cooperative undertaking sponsored by the 
National Association of Office Appliance Manufacturers 
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Read what these concerns have to say regarding 
the First Edition of the Catalogue, issued last year : 


Colgate & Company, New York City—‘“It is very 
complete and I am sure will be a great help to us 
—(Signed) Jas. H. Bortz, Comptroller. 


General Electric Company, Bridgeport, Conn.- 
“Tt fills a long-felt want in the field of office s 
pliances.”’—(Signed) J. W. Cospurn. 


Miller, Franklin, Basset & Company, Industrial 
Engineers and Accountants, New York City—‘‘Your 
catalogue becomes extremely valuable, tor it is 
something our men can carry and refer to when 
need exists.’”’-—(Signed) W. R. Basset. 


American Central Life Insurance Company, 
Indianapolis, Ind.—‘‘We believe this to be a most 
valuable publication as a consulting medium in the 
field of office appliances.”—(Signed) H. C. PeEn- 
NICKE, Manager, Service and Planning. 


Western Electric Company, Inc., New York City- 
“You have performed well the commendable task 
of bringing together in one volume the latest infor- 
mation in concise form on various types of office 
equipment.”’—(Signed) Witittam A. Laturop. 

The New England Steamship Company, New 
Haven, Conn.—‘It is the best thing of its kind 
I have ever seen and certainly fills a long-felt need.” 
(Signed) G. H. New, Auditor. 


Send this Coupon 


{eS ecewe2 e222 SSF 2 2S 2 See2eeG2 
| Office Equipment Catalogue, Inc. 4 :.+.m.1:-28 [ 
} 21 E. Huron Street, 1 
i Chicago, IlL 

Gentlemen: Please send me_the new Second I 
| Edition of Office Equipment Catalogue. If it I 
i is completely satisfactory | will remit the pro- 

duction cost of $3.00 within five days. Other- | 
| wise | will return it at your expense. 1 
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Business organizations in the towering 
Union Central Building, Cincinnati, use 
Globe-Wernicke office equipment to shorten 
their work and increase their efficiency. 








CLOSE UP VIEW OF GLOBE-WERNICKE DRAWER SLIDE 
FLOATING WIDE ROLLER BEARING FLOATING WIDE ROLLER BEARING 
WIDE ROLLER BEARING 
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SAFETY SPRING CATCH 





WIDE ROLLER BEARING 











276,000 and still 


Two hundred seventy-six thousand trips out and back— 
a minute with a 75-pound load. And the Globe-Wernicke 
file drawer at the last count was still going, smoothly, easily. 


The life of the correspondence file is in the drawer slide. 
Globe-Wernicke drawer slides are equipped with wide, free 
floating type rollers that distribute the load over a wide bear- 
ing surface. That’s the secret of their wear-resistance and A 
easy manipulation. 


Globe-Wernicke linoleum-topped steel counter height cor- fo 
respondence files serve a double purpose. When grouped they 
do duty as files and counters or partitions, a two-fold service ‘ Globe-Wernicke Celluloid angu- 
eee ee ee " , F lar tab guides linked with the ef- 
that sav es time and office space. ficiency of counter height files 
. A make filing and finding convenient 
Other Globe-Wernicke files use the same drawer slide. and 100 ner cent visible. And the 
color d tabs in the Rainbow System 
, " of Selection snotlight the zone of 
Let your next files be permanent—Globe-Wernicke files. inquiry — mnakine hunted records 
1 ap into sight. 
For further particulars, mail this coupon. Mail This Coupon 


A 


. Globe-Wernicke Co., 

Box 10, Cincinnati, Ohio. 

I Gentlemen: Please scnd me your Of- 
| fice Efficiency Handbook and informa- 
| tion concerning Globe-Wernicke Counter 
| 

| 

| 


THE GLOBE-WERNICKE CO. 
CINCINNATI, OHIO. 


Height Files using Celluloid tab guides 
and the Rainbow System of S-lec'ion. 
Name 


Globe“Wernicke = k. 


Address 




















"Lhere’s a firm 
us apleasure to , 
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Personality 


Te Utility Art Leather Desk Portfolio is made of Super of a business is the measure 
Finish Art Leather, which costs less than leather, yet of its success. 

possesses all of its qualities of wear and fine appear- The 
ance. The front cover is in rich Spanish grain with reproduc- 
tion of fine Italian hand tooling. 


Utility Art  Leatier 
Desk Portfolio is a high-cliss 
gift novelty that will breathe 
Super Finish Art Leather offers to advertisers a new the subtle spark of personality 
means of presentation that attracts immediate and lasting into the customer's impression 
attention and assures the “right-of-way” to the buyer’s desk. of your business. Your cus- 
: . tomer will appreciate it and 


U. S. ART BINDER CO. uae it. Every day i will 2 


lently register the irresistible 
225-231 West Ohio Street, Chicago appeal of Art and Quality. 
Vanufacturers of desk reminders, books and catalog 


overs, loose leaf binders, sample and display cabinets, 
and other novelties in Super Finish Art Leather. 


CREATORS OF 
ARTISTIC 
SPECIALTIES 


Representatives Wanted 


Hand 
Monthly 
Calendar 


The ¥ “" a ib ‘ ee ee - ' Your Ad 
eat Eig i on under 
U 7 | L | T Y * iS. cpp ‘ By \ am i side of flap 
Art Leather * : Muss) aK. ened 
— °. ad SE YE emo. 
File Pockets | Yue) Removable 
PORTFOLIO | forpending | “7 Desk Blotters 


correspondence 


“Your desk is not 
complete without it”’ 


Grained Front 
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